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I  INTRODUCTION 


The  Arizona  Health  Care  Cost  Containment  System  (AHCCCS)  is  a  3-year 
demonstration  project  of  the  federal  Health  Care  Financing  Administration 
(HCFA),  which  provides  acute-care  service  to  indigents  in  Arizona.  The 
demonstration  began  in  October  1982.    Prior  to  AHCCCS,  Arizona's  counties 
had  responsibility  for  financing  and  providing  services  to  the  state's 
indigent  population. 

This  report  describes  the  implementation  of  the  Arizona  Health  Care 
Cost  Containment  System  (AHCCCS)  during  its  first  18  months.    It  summarizes 
interviews  with  individuals  involved  in  AHCCCS  and  reviews  major  documents 
gathered  on  the  AHCCCS  program. 

Focusing  on  the  early  operations  of  the  program,  the  report  provides 
details  of  the  evolution  of  specific  elements  of  the  AHCCCS  program.  It 
thus  describes  the  activities  of  the  AHCCCS  Division  in  the  Arizona 
Department  of  Health  Services;  MCAUTO  Systems  Group,  Inc.  (MSGI),  the  AHCCCS 
Administrator;  the  prepaid  health  plans  that  provide  AHCCCS  services;  and 
the  Arizona  counties.    In  addition  to  describing  the  activities  of  these 
organizations,  major  issues  encountered  during  implementation  are  analyzed 
to  identify  key  lessons  learned.    This  report  does  not  provide  information 
on  the  outcomes  of  the  program  because  data  on  outcomes  are  not  yet 
available. 

The  time  period  covered  by  this  report  is  the  first  18  months  of 
program  operations,  October  1982  to  March  1984.    Developments  after  that 
time  are  referred  to  but  not  discussed  or  analyzed  in  detail. 
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Relationship  to  the  Overall  Evaluation 


This  is  the  first  annual  report  of  the  AHCCCS  evaluation.    The  overall 
evaluation  of  AHCCCS  contains  both  a  study  of  program  outcomes  and  a  study 
of  program  implementation  and  operation.    The  outcome  study  examines  four 
areas:    cost  control,  utilization  control,  quality  and  appropriateness  of 
care,  and  access  to  care  and  patient  satisfaction. 

Because  outcome  information  is  not  available,  any  findings  concerning 
these  topics  must  be  considered  preliminary.    Data  have  not  been  available 
from  the  plans  to  do  a  cost  or  utilization  analysis.    The  investigations  of 
quality  and  appropriateness  and  of  access  and  satisfaction  are  scheduled  for 
primary  data  collection  in  early  1985.    As  data  become  available  from  the 
plans  and  from  our  primary  data  collection  activities,  these  outcome  issues 
will  be  addressed  in  later  reports. 

The  implementation  and  operations  analysis  examines  six  innovative  cost 
containment  features  and  seven  operational  functions  of  the  AHCCCS  program. 
The  six  innovations  are:    primary  care  gatekeepers;  mandatory  nominal 
copayments;  restrictions  on  freedom  of  choice;  statewide  competitive 
bidding;  prepaid  capitation  financing;  and  capitated  payment  to  the  state 
from  HCFA.    The  seven  operational  issues  are:    administration  of  the 
program;  eligibility  determination,  and  marketing  and  enrollment;  claims  and 
encounter  data  processing;  selection  bias;  impact  on  long-term  care; 
relationship  to  the  private  sector;  and  overall  effects  on  the  delivery 
system. 

This  Evaluation  First  Year  Report  provides  descriptive  information  on 
the  implementation  and  operation  of  the  AHCCCS  program  from  the  perspectives 
of  four  basic  sources:    State  AHCCCS  Division;  MSGI,  the  Administrator  of 
AHCCCS  until  March  15,  1984;  the  prepaid  plans;  and  the  counties. 
Information  was  also  collected  from  Arizona  state  legislators,  the  HCFA 
Region  IX  Office,  Arizona  corporate  leaders,  physicians  and  their 
associations,  the  Flinn  Foundation,  and  health  services  researchers  at 
Arizona  universities. 
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Organization  of  This  Report 


This  report  is  organized  into  chapters  as  follows: 

.    Chapter  II  discusses  the  history  and  background  of  the  AHCCCS 
program,  including  the  prior  indigent  health  care  system,  the 
attempts  at  legislating  a  Medicaid  program,  and  the  emergence  of 
AHCCCS. 

.    Chapter  III  provides  an  overview  of  the  AHCCCS  program,  including  a 
description  of  the  program,  its  status  as  of  April  1984,  and  the 
major  phases  of  its  implementation.    It  discusses  eligibility, 
covered  services,  organization,  financing,  and  cost  containment 
features. 

.    Chapter  IV  describes  the  AHCCCS  Division  prior  to  the  assumption  of 
Administrator  functions  by  the  state.    It  includes  discussions  of 
the  Division's  organization,  staffing,  and  functions  prior  to  March 
15,  1984. 

.    Chapter  V  discusses  the  role  of  the  Administrator,  MSGI,  prior  to 
March  15,  1984.    It  includes  a  discussion  of  the  Administrator's 
procurement  process,  MSGI's  proposed  organization  and  resources, 
their  implementation  efforts  during  the  first  18  months,  and  the 
contract  dispute  that  ensued. 

.    Chapter  VI  describes  provider  relations:    the  functions  of  the 
AHCCCS  Division  and  the  Administrator,  financial  monitoring  of  the 
plans,  and  plans'  perceptions  of  the  Administrator.    The  state  and 
the  Administrator  were  not  able  to  implement  a  comprehensive  system 
for  monitoring  plans  during  the  first  18  months  of  AHCCCS. 

.    Chapter  VII  discusses  the  information  system  used  by  the 
Administrator  and  later  by  the  state  after  transfer  of 
responsibility.    It  describes  the  system  architecture,  reporting 
subsystems,  claims  and  encounter  data,  and  cost.    There  have  been 
significant  problems  in  the  implementation  of  the  claims  and 
encounter  data  system. 

.  Chapter  VIII  focuses  on  the  new  administration.  It  discusses  the 
transition  to  the  new  administrative  organization  after  March  15, 
1984. 

.    Chapter  IX  describes  AHCCCS  sources  of  income  and  expenditures  and 
AHCCCS  program  estimated  costs  and  savings.    Exact  costs  and  savings 
are  difficult  to  calculate  or  even  to  estimate  accurately  because  of 
the  small  amount  of  available  data. 

.    Chapter  X  describes  the  bidding  process.    It  documents  the  bidding 
process  by  time  period  and  then  analyzes  major  bidding  issues.  The 
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rapid  organization  of  full -service  bidders  in  a  state  with  few 
prepaid  plans  before  AHCCCS  is  of  importance. 

Chapter  XI  describes  the  plans.    It  provides  a  taxonomy  of  plan 
features  and  includes  a  description  of  the  most  interesting  features 
of  each  plan.    Plans  are  described  along  the  main  dimensions: 
governance  and  organizational  form,  plan  administration,  physician 
organization  and  remuneration,  hospital  organization  and 
remuneration,  emergency  room  use  and  24-hour  care,  outpatient  and 
ancillary  service  organization  and  remuneration,  pharmacy  services, 
data  collection  activities  within  plans,  and  marketing  strategies. 
The  plans  vary  greatly  along  all  the  dimensions. 

Chapter  XII  discusses  the  issues  of  gatekeeping  and  copayment.  It 
analyzes  the  implementation  of  these  two  AHCCCS  cost  containment 
features  during  the  program's  first  18  months.    Whereas  gatekeeping 
functions  have  been  implemented  by  most  plans,  copayment  has  not. 

Chapter  XIII  describes  the  financial  operation  of  the  plans.  Using 
very  limited  information,  it  discusses  what  we  know  about  plan 
revenues,  plan  expenditures,  and  plan  financial  solvency.    The  lack 
of  data  makes  it  very  difficult  to  say  much  concerning  plan 
financial  solvency. 

Chapter  XIV  describes  beneficiary  eligibility  determination, 
enrollment  in  plans,  and  plan  marketing  activities.    It  highlights 
the  substantial  difficulties  in  successful  coordination  of  the 
involved  eligibility /enrollment  interface.    This  interface  was 
perhaps  the  most  difficult  problem  faced  in  the  first  year  of  the 
program. 

Chapter  XV  focuses  on  county  involvement  in  AHCCCS.    It  describes 
the  interface  of  AHCCCS  with  county-provided  long-term  care  and  the 
impact  of  AHCCCS  on  county  health  care  delivery  systems.  Some 
counties  have  reported  increased  fragmentation  in  long-term  care 
services.    The  most  significant  impact  on  the  health  care  delivery 
system  has  been  in  the  counties  that  operate  hospitals. 

Chapter  XVI  describes  quality  assurance  activities  and  patient 
satisfaction  procedures  of  the  AHCCCS  Division,  the  Administrator, 
and  the  plans.    Quality  assurance  and  patient  satisfaction 
activities  have  not  yet  received  high  priority,  either  at  the 
Administrator  or  the  plan  level. 

Chapter  XVII  focuses  on  the  private  sector  and  includes  a  discussion 
of  AHCCCS' s  original  intention  for  private-sector  involvement, 
AHCCCS  stimulation  of  new  prepaid  health  plans,  and  private-sector 
cost  containment  activities.    Although  AHCCCS  has  not  enrolled 
public  and  private  employee  groups,  it  has  had  an  impact  on  the 
private  sector  through  the  development  of  new  prepaid  plans  and  by 
promoting  an  increased  awareness  of  cost  containment  issues  in  the 
state. 
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.    Chapter  XVIII  provides  an  overview  of  the  oversight  activities.  It 
describes  the  roles  of  the  Health  Care  Financing  Administration 
(HCFA),  the  Arizona  Legislature,  and  the  media.    AHCCCS  has  received 
a  great  amount  of  attention  and  publicity,  both  from  official 
oversight  groups  and  from  the  media. 

.    The  document  concludes  with  Chapter  XIX,  which  discusses  policy 
implications  of  the  AHCCCS  demonstration  that  should  be  useful  to 
Arizona,  other  states,  and  the  federal  government. 
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II    HISTORY  AND  BACKGROUND 


The  Arizona  experience  prior  to  the  introduction  of  AHCCCS  was 
different  from  that  of  other  states.    This  history  and  background  is 
important  to  an  understanding  of  AHCCCS.    Of  particular  importance  is  the 
fact  that  Arizona  did  not  participate  in  the  Medicaid  program  and  relied  on 
the  counties  for  indigent  health  care. 

Prior  County  Health  Care  System  for  Indigents 

Prior  to  AHCCCS,  Arizona's  14  counties  had  responsibility  for  financing 
and  providing  health  care  for  the  state's  indigent  population.  This 
responsibility  originated  in  Arizona's  Howell  Code  of  1864,  which 
established  county-funded  health  care  for  unemployables  who  had  no  relatives 
capable  of  supporting  them.    An  1887  amendment  eliminated  the  necessity  for 
the  county  to  first  seek  assistance  from  the  unemployable' s  relatives. 
Although  amendments  with  minor  impact  were  passed  in  1901,  1913,  and  1928, 
county  responsibility  for  indigent  care  remained  basically  unchanged.  By 
the  1970s,  the  county  system  had  resulted  in  unequal  eligibility,  uneven 
services,  and,  most  important,  an  increasing  cost  burden  on  the  counties. 

Eligibility 

The  estimated  population  eligible  for  indigent  health  care  in  1976  was 
219,211  persons,  almost  10%  of  the  Arizona  population.    Of  these,  only  55% 
(121  ,209)  were  actually  certified  as  eligible.    By  1979,  the  counties  were 
serving  an  estimated  150,000  indigent  recipients.    Eligibility  varied  by 
county.    Six  counties  used  income  criteria  developed  by  the  state,  and  eight 
used  income  criteria  that  exceeded  the  state  criteria  (Table  I I -1  shows 
county  variation  by  income  criteria  and  percent  certified  eligible). 
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Attempts  by  the  state  to  develop  uniform  statewide  income  criteria  were 
opposed  by  the  counties  in  court  in  1980.    The  court  upheld  the  counties' 
position. 

Services 

As  with  eligibility  standards,  there  was  no  uniform  statewide  package 
of  health  services  for  indigent  care.    In  addition,  the  methods  of  delivery 
varied  widely  by  county.    (Table  II -2  indicates  variations  of  medical  care 
by  county  before  AHCCCS. ) 

All  counties  in  Arizona  covered  physician  services,  but  these  services 
were  covered  in  different  ways  with  different  limitations  in  each  county. 
In  Gila,  Graham,  Maricopa,  Mohave,  Pima,  Pinal,  and  Yuma  Counties, 
recipients  were  directed  to  outpatient  clinics.    In  Apache,  Coconino, 
Greenlee,  Navajo,  and  Yavapai  Counties,  indigents  chose  their  own 
physician.    In  Santa  Cruz  County,  recipients  had  to  use  specified  physicians 
under  contract  to  the  county  to  provide  indigent  care.    Cochise  County  used 
both  clinics  and  physicians  under  contract  to  the  county.    In  some  counties, 
physicians  were  paid  billed  charges,  while  other  counties  negotiated 
contracts.    Total  physician  and  outpatient  cost  represented  about  33%  of 
total  county  indigent  health  care  budgets. 

Inpatient  hospital  care  was  also  provided  by  counties  in  different 
ways.    In  counties  with  county  hospitals  (Gila,  Maricopa,  Mohave,  Pima,  and 
Pinal),  care  was  provided  in  those  facilities.    In  the  other  counties 
without  county  facilities,  the  county  would  arrange  for  indigents  to  be 
treated  at  nongovernmental  facilities  and  would  pay  either  the  billed  charge 
or  a  negotiated  rate.    Inpatient  care  was  usually  the  largest  element  of 
county  indigent  health-care  budgets,  representing  around  50%  of  the  total 
expenditure. 

All  counties  provided  long-term  institutional  care  for  indigents  and 
contracted  with  private  nursing  homes  to  provide  indigent  care  as  needed. 
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Table  II -1 


COUNTY  VARIATION  IN  ELIGIBILITY 
FOR  INDIGENT  HEALTH  CARE— PRE -AHCCCS 


Income  Criterion,  Percent  of  Potential 
One- Person  Family,        Eli  gib!  es  Certified 


County 

1981 

Eligible,  State  1 

Apache 

$2,100 

19%* 

Cochise 

2,100 

37 

Coconino 

3,790 

49* 

Gila 

2,100 

31 

Graham 

2,100 

100 

Greenlee 

2,800 

51 

Maricopa 

2,100 

81 

Mohave 

3,360 

24 

Navajo 

2,788 

10* 

Pima 

3,360 

71 

Pinal 

3,080 

51 

Santa  Cruz 

2,100 

52 

Yavapai 

3,420 

21 

Yuma 

2,901 

38 

★ 

Percentages  based  on  non-Indian  population  only:  Apache 
County— 1  ,623  non-Indian;  Navajo  County— 3,134  non- Indian; 
Coconino  County — 3,701  non-Indian. 

Sources:    Arizona  Association  of  Counties;  "Arizona  Health  Care 
Cost  Containment  System — AHCCCS:    A  Statewide  Approach 
to  Cost-Effective  Health  Care  Financing."  Arizona 
Department  of  Health  Services,  Phoenix,  Arizona,  May 
1982,  Tables  1A  and  2. 
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Table  II -2 


COUNTY  VARIATION  IK  COST  FOR  INDIGENT  CARE 
BY  TYPE  OF  SERVICE — PRE-AHCCCS 


Percentage  of  Cost,  State  FY  1975-76 
Inpatient   Long   Physician  and  Prescription 


County 

Hospital 

Term 

Outpatient 

Drugs 

Other 

Apache 

57 

14 

23 

5 

1 

Cochise 

34 

41 

15 

7 

3 

Coconino 

38 

14 

30 

ill 

7 

Gila 

22 

40 

32 

3 

3 

Graham 

30 

33 

19 

13 

4 

Greenlee 

15 

27 

26 

21 

11 

Maricopa 

42 

15 

34 

4 

5 

Mohave 

31 

30 

32 

5 

2 

Navajo 

51 

12 

23 

12 

2 

Pima 

34 

23 

37 

3 

3 

Pinal 

★ 

★ 

★ 

★ 

★ 

Santa  Cruz 

31 

44 

16 

6 

4 

Yavapai 

27 

46 

18 

8 

1 

Yuma 

31 

41 

16 

6 

6 

*Pinal  County  did  not  report  the  information  requested. 

Source:    "Arizona  Health  Care  Cost  Containment  System—AHCCCS:  A 
Statewide  Approach  to  Cost-Effective  Health  Care 
Financing."    Arizona  Department  of  Health  Services,  Phoenix, 
Arizona,  May  1982,  Table  3. 
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Three  counties  (Pinal,  Gila,  and  Pima)  had  county-supported  nursing  homes. 
The  cost  of  long-term  institutional  care  had  risen  rapidly  and  accounted  for 
as  much  as  40%  of  some  county  health  care  budgets. 

Cost 

Although  unequal  eligibility  and  uneven  services  created  problems, 
rapidly  rising  cost  became  the  major  factor  creating  pressure  for  changing 
the  county  health  care  system  for  indigents.    County  spending  for  indigent 
heath  care  rose  by  117%  between  Fiscal  Years  1974  and  1979  (from  $48.5 
million  in  FY1974  to  $106  million  1n  FY1979).    In  the  absence  of  federal  or 
state  reimbursement,  the  cost  of  the  program  for  Arizona  counties  continued 
to  climb.    On  the  average,  25%  of  each  county's  budget  was  being  spent  on 
indigent  health  care,  but  the  percentage  ranged  as  high  as  28%  for  Maricopa 
and  Santa  Cruz  counties.    High  percentages  of  available  county  health  care 
budgets  were  being  spent  on  hospital  and  nursing  home  care  at  the  expense  of 
ambulatory  health  programs. 

Local  property  taxes  constituted  the  primary  source  of  revenue  for 
county  health  care.    With  the  1980  passage  of  Arizona's  version  of 
California's  Proposition  13,  which  limited  increases  in  local  property 
taxes,  county  revenue  bases  were  no  longer  adequate  to  cover  the  rising  cost 
of  indigent  health  care.    The  counties  faced  the  possibility  of  complete 
fiscal  breakdown  in  1981. 

Previous  Attempts  at  Enacting  a  Statewide  Medicaid  Program 

By  1972,  Arizona  was  the  only  state  that  had  not  chosen  to  participate 
in  the  federal  Medicaid  program  enacted  in  1966.    State  policymakers  feared 
intrusive  federal  intervention,  as  well  as  the  potential  for  fraud  and  abuse 
and  the  uncontrolled  cost  to  the  state.    Between  1966  and  1970,  Medicaid 
legislation  was  introduced  and  defeated  in  each  regular  session  of  the 
legislature.    Between  1971  and  1973,  no  bills  were  introduced. 
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In  1974,  Medicaid  legislation  did  pass,  but  no  funding  was  provided  and 
implementation  was  postponed.    While  major  efforts  were  made  by  the  state 
Department  of  Health  Services  to  design  a  program  that  would  limit  potential 
abuses,  there  was  continued  opposition  to  the  program  by  a  number  of 
counties  that  feared  steep  rises  in  the  costs  they  would  bear.    In  1977, 
several  counties  sued  the  state  to  block  implementation.    The  State  Supreme 
Court  placed  an  injunction  on  implementation,  saying  that  the  state  must 
determine  a  spending  ceiling  for  the  program  before  it  could  be  implemented. 

In  1979,  four  options  were  outlined  in  the  Arizona  State  Health  Plan 
prepared  by  the  Statewide  Health  Coordinating  Council: 

(1)  Establish  a  state  fund  to  provide  emergency  financial  relief  to 
counties  that  exceed  the  county  budget  ceiling  for  indigent  care 
programs. 

(2)  Establish  a  statewide  catastrophic  health  insurance  program  for 
all  residents  of  the  state. 

(3)  Implement  traditional  Medicaid. 

(4)  Establish  a  prepaid  capitation  plan  to  provide  health  services  to 
specific  indigent  population  groups  at  fixed  rates. 

Emergence  of  AHCCCS 

In  the  absence  of  Medicaid  (or  any  other  form  of  federal  or  state 
reimbursement),  the  counties  had  sole  responsibility  for  the  rapidly 
increasing  costs  of  health  care  for  indigents.    New  legislative  proposals 
were  introduced  in  1980-81  that  reflected  each  of  the  four  options  outlined 
above.    These  bills  included  county  bail -out  legislation  ($20  million  over 
two  years),  legislation  to  create  catastrophic  health  insurance  for 
high-risk  indigents,  and  legislation  to  create  a  traditional  Medicaid 
program.    In  February  1981,  a  bill  was  introduced  to  establish  a  program 
that  would  provide  indigent  health  care  through  prepaid  health  plans 
utilizing  competitive  bidding.    The  original  AHCCCS  legislation  (HB2484)  was 
passed  in  April  1981  by  the  legislature  but  vetoed  by  the  Governor.  The 
Governor  felt  that  the  program  outlined  by  the  legislature  would  not  qualify 
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for  federal  funding  because  it  did  not  cover  all  federal  categorical 
eligibles  or  provide  long-term  care  services. 

In  the  summer  of  1981,  negotiations  began  between  the  Health  Care 
Financing  Administration  (HCFA)  and  Arizona  legislators  concerning  necessary 
waivers.    Negotiations  resulted  in  agreements  that  the  state  would  provide 
coverage  for  all  Medicaid  categorically  eligible  groups  but  would  not  cover 
all  mandatory  services.    Services  that  would  not  have  to  be  covered 
included:    skilled  nursing  facilities,  home  health  care,  family  planning, 
and  nurse  midwife  services.    Full  EPSDT  services  were  not  covered  the  first 
year.    SB1001 ,  incorporating  these  compromises  with  HCFA,  was  passed  by  a 
special  legislative  session  in  October  1981  and  signed  into  law  by  the 
Governor  on  November  18,  1981. 

Role  of  the  Legislature  in  AHCCCS 

The  Arizona  legislature  played  a  special  role  in  the  creation  of 
AHCCCS.    The  innovative  features  of  AHCCCS— including  competitive  bidding, 
primary  care  gatekeeping,  and  private  administration  of  the  program— were 
promoted  by  legislators.    Legislative  staff  developed  the  legislation  after 
a  search  of  innovative  health  care  cost  containment  approaches  being 
attempted  nationwide.    Legislators  and  their  staffs  took  the  lead  in 
negotiating  with  HCFA  for  waivers.    Legislators  also  took  the  lead  in 
specifying  a  private-sector  Administrator  to  manage  AHCCCS  under  contract  to 
the  state.  The  belief  was  that  a  private  contractor  could  operate  the 
program  more  efficiently  than  a  state  agency.    Key  Arizona  legislators 
involved  in  the  development  of  AHCCCS  included  Senate  President  Leo  Corbett, 
House  Majority  Leader  Burton  Barr,  Senate  Health  Committee  Chairman  Robert 
Usdane,  and  House  Health  Committee  Chairman  Carl  Kunasek.    The  legislators 
expressed  their  desire  to  continue  active  involvement  with  the  program  by 
setting  up  a  special  Legislative  Oversight  Committee  for  AHCCCS  to  monitor 
implementation  of  the  program. 
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HCFA  Role  in  Establishing  AriCCCS 


HCFA  Central  and  Regional  Offices  were  actively  involved  in  helping  to 
shape  the  AHCCCS  program*    HCFA  had  been  engaged  for  a  number  of  years  in 
promoting  demonstrations  of  prepaid  health  plans,  competitive  bidding,  and 
case  management.    Arizona  represented  an  opportunity  to  test  these  concepts 
on  a  statewide  basis.    AHCCCS  was  granted  waivers  on  a  demonstration  basis 
under  the  Section  1115  authority  of  the  Social  Security  Act.    HCFA  officials 
were  major  participants  in  the  development  of  the  AHCCCS  concept  and 
continue  to  be  actively  involved  in  the  Section  1115  demonstration  aspects 
of  AHCCCS. 

The  Arizona  Experiment 

What  emerged  from  the  negotiation  process  between  the  State  of  Arizona 
and  HCFA  was  an  innovative  alternative  to  traditional  Medicaid  that  became 
known  as  the  "Arizona  Experiment."    In  a  single  step,  Arizona  went  from 
being  the  only  state  without  Medicaid  to  having  one  of  the  most  innovative 
systems  of  delivery  of  health  care  to  the  poor.    While  other  states  were 
experimenting  with  some  new  concepts  in  parts  of  the  state,  Arizona  was  the 
only  state  with  a  prepaid  capitated  health  care  system  for  the  poor  where 
plans  were  selected  by  statewide  competitive  bidding  and  enrol  lee  care  was 
managed  by  primary  care  gatekeepers.    As  a  demonstration,  AHCCCS  offers  the 
opportunity  to  learn  from  experiences  in  Arizona  about  the  effectiveness  of 
innovative  elements  of  a  competitive,  prepaid  health  system  built  around  a 
primary  care  gatekeeper  and  managed  by  a  private  administrator.    The  AHCCCS 
system,  or  elements  of  it,  could  be  adapted  to  other  states.    Thus,  the 
Arizona  Experiment  offers  important  information  that  should  be  useful  for 
state  and  national  policymakers  interested  in  innovative  ways  to  deliver 
cost-effective,  high-quality  health  care  to  the  poor. 
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Ill    OVERVIEW  OF  THE  AHCCCS  PROGRAM 


This  chapter  describes  the  AHCCCS  program  and  summarizes  the  status  of 
the  program  as  of  May  1984.    It  discusses  major  factors  influencing 
implementation  and  provides  a  chronology  of  major  activities  in  the  first 
year  and  a  half. 

Description  of  the  AHCCCS  Program 

The  AHCCCS  program  is  an  alternative  to  traditional  Medicaid  that 
differs  from  other  state  programs  in  eligibility,  benefits,  organization, 
and  financing  as  well  as  in  its  special  cost  containment  features.  This 
section  describes  each  of  these  differences.    Specific  waivers  from 
requirements  of  the  Medicaid  program  received  from  HCFA  to  allow  the  AHCCCS 
demonstration  are  listed  at  the  end  of  this  chapter J 

Eligibil  ity 

All  categorically  eligible  groups  under  Medicaid— Aid  to  Families  with 
Dependent  Children  (AFDC)  and  Supplemental  Security  Income  (SSI) --are 
eligible  for  AHCCCS,  and  the  state  receives  federal  matching  funds  for  this 
population.    The  AFDC  eligibility  criterion  in  Arizona  for  a  single  parent 
with  one  child  is  a  maximum  income  of  $2,160  a  year.    Supplemental  Security 
Income  is  provided  only  to  aged,  blind,  and  disabled.    The  SSI  eligibility 
criterion  for  a  single  person  is  a  maximum  annual  income  of  $4,008;  for  a 
couple,  it  is  less  than  $5,904. 

AHCCCS  is  also  available  to  noncategorical  indigent  persons  and 
medically  needy  individuals,  but  these  groups  are  not  eligible  for  federal 
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matching  funds.    (There  is  a  federal  "medically  indigent"  program  with 
federal  guidelines.    However,  AHCCCS  has  its  own  program.)  Noncategorical 
eligibility  is  defined  under  AHCCCS  as  the  following: 

•    K :  3i ca^     ?  n^>  3^  a  t  ( M }  --A  person  who,  after  medical  expenses,  will 
"have  a  maximum  income  of  $2S500  a  year  and  a  net  worth  of  less  than 
$30,000  (the  $2,500  is  increased  by  33-1/3%  for  a  spouse  and  an 
additional  17%  for  each  other  dependent). 

.    Medically  needy  (Mhi ) — A  person  wno,  after  medical  expenses,  will 
"have  income  between  $2,501  and  $3,200  a  year  (the  $3,200  is  in- 
creased by  33-1/3%  for  a  spouse  and  an  additional  17%  for  each  other 
dependent)  with  the  same  test  of  net  worth  as  medically  indigent. 

Other  than  income  distinction,  the  only  difference  between  MI  and  MN  was  a 
copremium  to  be  paid  by  MN.    This  was  eliminated  in  the  first  year  of  the 
program. 

The  population  potentially  eligible  for  membership  in  AHCCCS  was 
originally  estimated  by  the  State  of  Arizona  at  225,756,  or  almost  9%  of  the 
state  population.    The  state  estimated  that  of  the  total,  72,000  persons 
would  be  eligible  under  AFDC  and  29,500  would  be  eligible  under  SSI.  The 
original  legislation  also  included  state,  county,  and  private  employer 
groups  as  potential  AHCCCS  members,  but  these  groups  have  not  been  enrolled. 

Benefits 

AHCCCS  originally  provided  the  following  benefits: 
.    Inpatient  acute  hospital  services. 

.    Outpatient  services  provided  under  the  direction  of  a  physician  in  a 

office,  hospital,  clinic,  or  other  health  facility. 
.    Laboratory  and  x-ray  services. 

.    Medical  supplies,  medical  equipment,  and  prosthetic  devices. 

.    Pharmacy  services. 

.    Emergency  services. 

.    Emergency  ambulance. 

.    Emergency  dental  care  and  extraction. 

.    Early  and  Periodic  Screening,  Diagnosis,  and  Testing  (EPSDT) 
services. 
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During  the  first  year  the  state  adhered  to  all  EPSDT  program 
requirements  except  those  requiring  provision  of  eyeglasses,  dental  care, 
and  hearing  aids.    A  full  EPSDT  program  became  available  on  October  1, 
1983.    Medicaid  program  waivers^  allow  AHCCCS  to  exclude 
skilled-nursing-facil ity  and  home  health  services.    These  services  are 
provided  by  the  counties.    AHCCCS  does  pay  the  cost  of  acute  medical  care 
services  covered  under  AHCCCS  that  are  provided  to  AHCCCS-el igible  residents 
of  long-term  care  facilities.    Family  planning  and  nurse  midwife  services 
are  available  only  on  referral  by  a  primary  care  physician.  Provisions 
covering  dentures  and  medically  necessary  transportation  were  offered  by 
AHCCCS  plans  from  the  beginning  of  the  second  year. 

Organization  of  AHCCCS 

One  primary  organizational  difference  between  AHCCCS  and  a  traditional 
Medicaid  program  was  the  creation  of  a  private  Administrator  who  would  run 
the  program  under  contract  to  the  Arizona  Department  of  Health  Services. 
This  private  Administrator  would  have  full  operational  responsibility  for 
the  system  and  would  be  selected  through  a  competitive  bidding  process. 
Although  many  states  contract  with  fiscal  intermediaries  for  payment  of 
Medicaid  claims,  Arizona  was  the  first  state  to  contract  out  the 
administration  of  the  overall  program  to  a  private  firm.    AHCCCS  initially 
involved  a  five-tiered  structure  (the  changes  made  as  of  May  1984  are 
described  later): 

.    State  AHCCCS  Division  in  the  Department  of  Health  Services  has 
primary  responsibility  for  policy  and  regulation,  conducting  the 
competitive  bidding  process,  and  monitoring  the  overall  program. 
Initially,  the  state  AHCCCS  office  had  responsibility  for  selecting 
the  private  Administrator. 

.    AHCCCS  Administrator  had  primary  operational  responsibility  for  the 
program,  including  enrollment,  provider  management,  and  data 
systems. 

.    Counties  have  the  responsibility  for  eligibility  determination  and 
long-term  care. 
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.    Plans  under  prepaid  capitated  contract  have  responsibility  for 
administering  the  provision  of  a  full  range  of  health-care  services 
to  members. 

•    Providers  (i .<=>  ,  hospitals,  physicians)  have  responsibility  for 
actual  delivery  of  services  to  plan  members  as  arranged. 

Financing 

AHCCCS  is  funded  by  a  combination  of  county,  state,  and  federal  funds. 
For  the  first  year  of  the  project,  the  contribution  from  the  counties  for 
financing  AHCCCS  was  equal  to  40%  of  their  state  FY  1980-81  indigent  health 
care  budget  amount  or  actual  expenditures,  whichever  was  less.    For  the 
second  year,  the  contribution  is  50%  of  the  same  base,  and  for  the  third 
year,  it  is  to  be  no  more  than  50%.    The  state  appropriated  $20  million  for 
the  operation  of  AHCCCS  in  the  first  year  (1982-83). 

Federal  Title  XIX  Medicaid  funding  is  available  to  Arizona  on  a  prepaid 
capitated  basis  with  quarterly  adjustments  for  the  number  of  enroll ees. 
Title  XIX  funding  is  available  only  for  the  categorically  eligible  AFDC  and 
SSI  populations.    HCFA  calculated  its  payment  to  the  state  in  the  first  year 
as  59.87%  (which  was  the  national  average  of  federal  financial  participation 
in  Medicaid  programs)  of  95%  of  the  actuarially  estimated  fee-for-service 
costs.    Under  this  funding  arrangement,  the  state  is  at  risk  for  the  cost  of 
providing  services. 

The  state  FY  1983-84  budget  for  the  total  AHCCCS  program— including 
both  categorically  and  noncategorically  eligible  persons--was  $175  million. 
The  federal  contribution  provided  about  40%  of  the  total,  with  the  counties 
contributing  approximately  35%  and  the  state  approximately  25%.    However,  as 
of  April  1984,  projected  expenditures  for  the  total  AHCCCS  program  had  risen 
to  an  estimated  $215  million,  with  the  federal  contribution  at  25%  of  the 
total ,  the  counties  at  29%,  and  the  state  at  37%. 
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Special  Cost  Containment  Features  of  AHCCCS 


AHCCCS  was  designed  with  six  innovative  cost  containment  features: 

.  Primary  care  gatekeepers 

.  Nominal  copayments 

.  Restrictions  on  freedom  of  choice 

.  Competitive  bidding 

.  Prepaid  capitated  financing 

.  Capitated  payment  from  HCFA. 

The  purpose  of  these  features  is  to  contain  cost  by  encouraging  cost 
competition  among  prepaid  plans  and  discouraging  overutilization  of  health 
care.    Together  with  the  private-sector  Administrator,  they  represent  the 
basic  demonstration  elements  that  are  being  tested  by  AHCCCS.    Each  element 
is  described  below. 

Primary  Care  Gatekeepers 

All  enrol  lees  in  AHCCCS  are  under  the  supervision  of  a  primary  care 
physician  who  manages  their  health  care.    All  care  must  be  approved  by  the 
primary  care  physician.    A  primary  care  physician  may  be  a  family  or  general 
practitioner,  pediatrician,  general  internist,  or  obstetrician/gynecologist. 

Nominal  Copayments 

Copayments  are  required  from  all  AHCCCS  members  when  they  receive 
services.    The  intent  of  imposing  nominal  copayments  is  to  deter 
inappropriate  service  utilization.    Copayments  were  set  as  follows: 
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Doctor's  office  visi ts2   $    .50  per  visit 

Doctor's  home  visits2   $    .50  per  visit 

Drugs  and  mediation?   $    .50  per  prescription 

Elective  surgery  for  all  categorically 

eligible  and  medically  indigent.........  $  5.00  per  procedure 

Elective  surgery  for  medically  needy....  $15.00  per  procedure 

Unauthorized  emergency  room  visit  by 
categorically  eligible  and  medically 

indigents   $   5.00  per  visit 

Unauthorized  emergency  room  visit  by 

medically  needy3   $15.00  per  visit 


Restrictions  on  Freedom  of  Choice 


Freedom  of  choice  is  restricted  to  providers  participating  in  the  plan 
of  which  the  enrol  lee  is  a  member  (by  choice  or  by  assignment).  Medicaid 
legislation  specifies  that  beneficiaries  be  allowed  the  freedom  to  choose 
providers.    For  a  prepaid  capitated  program  like  AHCCCS  to  function 
effectively,  however,  members  need  to  be  linked  to  a  selected  or  assigned 
plan  for  definite  period  of  time.    Thus  AHCCCS  received  a  waiver  from 
traditional  Medicaid  requirements  to  allow  a  limitation  of  freedom  of  choice 
by  restricting  members  to  the  use  of  providers  who  are  within  the  selected 
or  assigned  prepaid  plan. 


Competitive  Bidding 

Qualified  providers  of  health  services  are  invited  to  bid  at  least 
every  two  years  to  provide  care  to  AHCCCS  members  in  each  county.  According 
to  the  initial  legislation,  providers  could  bid  to  offer  the  full  range  of 
AHCCCS  services,  or  any  allowable  grouping  of  services,  in  one  or  more 
counties.    As  it  turned  out,  in  the  first  year  only  one  partial  bid  was 
accepted;  all  the  others  were  bids  for  a  full  range  of  services.  Bidders 
are  required  to    describe  how  the  benefits  are  to  be  provided,  the  cost  of 
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providing  those  benefits,  and  the  case  mix  and  utilization  assumptions 
underlying  proposed  rates.  This  statewide  competitive  bidding  process  for 
selecting  providers  is  one  of  the  most  innovative  features  of  AHCCCS.  No 
other  state  has  attempted  competitive  bidding  statewide. 

Prepaid  Capitated  Financing 

AHCCCS  providers  offer  all  necessary  services  to  plan  members  for  a 
fixed  price  for  a  definite  period  of  time.    Providers  organize  as  prepaid 
health  plans  that  charge  a  fixed  fee  per  individual  enrolled  (a  capitation 
rate  according  to  eligibility  group)  and  assume  responsibility  for  providing 
the  full  array  of  covered  services.    Those  AHCCCS  eligibles  not  enrolled  in 
a  prepaid  health  plan  receive  care  on  a  capped  fee-for-service  basis. 
Hospitals  are  paid  95%  of  billed  charges  for  inpatient  emergency  services, 
and  AHCCCS  has  established  a  schedule  of  fees  for  covered  services  by 
physicians.    The  providers  are  paid  on  a  fee-for-service  basis  at  no  more 
than  the  amounts  specified  in  the  fee  schedule.    Capped  fee-for-service 
payment  is  intended  for  use  only  in  situations  where  a  capitation 
arrangement  is  not  feasible. 

Capitation  Payments  to  the  State  by  the  Federal  Government 

The  State  of  Arizona  is  itself  reimbursed  on  a  capitated  basis  by  the 
federal  government  and  thus  is  at  financial  risk  for  containing  health 
costs.    The  amount  paid  to  the  state  is  based  on  the  estimated  number  of 
enrol  lees  in  each  category  times  the  respective  capitation  rate.  Capitation 
rates  are  established  by  estimating  the  cost  of  service  under  conventional 
fee-for-service  arrangements.    For  federal  fiscal  year  (FFY)  1983,  HCFA 
agreed  to  pay  59.87%  of  95%  of  the  estimated  amounts  (about  57  cents  of  each 
dollar  estimated)  for  each  beneficiary  by  category  of  eligibility.    The  rate 
for  FFY  1984  was  still  being  negotiated  as  of  April  1984. 
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Native  Americans 


Native  Americans  are  eligible  for  AHCCCS,  but  the  methods  of  payment 
for  their  services  depend  on  several  factors: 

.    Services  provided  to  on-reservation  categorically  eligible  Native 
Americans  enrolled  in  the  Indian  Health  Service  (IHS)  are  reimbursed 
by  HCFA.    Federal  funds  are  paid  to  AHCCCS  and  passed  through  to  IHS. 

.    On-reservation  categorically  eligible,  medically  indigent,  and 
medically  needy  may  choose  to  enroll  with  non-IHS  AHCCCS  plans  off 
the  reservation.    Providers  are  reimbursed  at  capped  fee-for -service 
with  federal  financial  participation.    Providers  to  medically 
indigent  and  medically  needy  are  reimbursed  at  capped 
fee-for-service  without  federal  support.    AHCCCS  has  a  stated  policy 
of  seeking  recovery  from  IHS  for  claims  paid  for  MI/MN  enroll ees, 
but  this  policy  is  not  being  implemented. 

.    Off-reservation  categorically  eligible,  medically  indigent,  and 
medically  needy  Native  Americans  may  use  IHS  or  AHCCCS  providers. 
AHCCCS  providers  are  reimbursed  on  a  capitated  basis  except 
providers  with  special  Native  American  contracts,  which  are 
reimbursed  on  a  capped  fee-for-service  basis.    Services  for 
categorical  eligibles  receive  federal  reimbursement  but  those  for 
MI/MNs  do  not. 

Therefore,  Native  Americans  both  on  and  off  the  reservation  have  a  choice  of 
IHS  or  AHCCCS  services. 


Status  of  the  AHCCCS  Program  in  May  1984 

The  AHCCCS  report  of  May  1,  1984,  shows  a  total  of  175,196  persons 
enrolled  in  the  AHCCCS  program.    This  included  74,516  AFDC  recipients, 
30,599  SSI  recipients,  55,486  who  were  medically  indigent,  and  14,595 
medically  needy.    Exhibit  II I -1  from  that  report  lists  numbers  of  enrol  lees 
by  county. 

Table  III-l  shows  the  distribution  of  the  plans  among  the  counties  for 
the  first  2  years.    In  the  second  year,  19  prepaid  health  plans  provided 
services  to  these  enrol  lees  in  15  counties.    In  addition,  there  are  five 
long-term  care  providers  operating  under  contract  to  AHCCCS  to  provide  acute 
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PROVIDERS  BY  COUNTIES  SERVED  IN  FIRST  YEAR  (Al  OF  AHCCCS,  OCT.  82  -  SEPT.  83.  AND  SECOND  YEAR  (B)  OF  AHCCCS.  OCT.  83  -  SEPT.  84 
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by  Provider 

Year  A 

Year  B 

ACCESS  Patient's  Choice* 

B 

B 

B 

B 

B 

B 

B  . 

7 

Arizona  Physicians  IPA 

A.B 

A.B 

A.B 

A.B 

A.B 

A.B 

A.B 

A.B 

A.B 

A.B 

A.B 

A.B 

12 

1 2 

Arizona  Health  Plan** 

A 

| 

CIGNA** 

B 

Coconino  Health  Care" 

A 

Community  Health  Care** 

A 

Comprehensive  AHCCCS  Plan 

A.B 

Douglas  Clinic* 

A 

Oynamic  Health  Services 

A.B 

El  Rio  Santa  Cruz 

A.B 

Family  Health  Plan  of  NE  AZ* 

B 

Gila  Medical  Services 

A.B 

A.B 

2 

Graham  County  Doctors* 

B 

Health  Care  Providers  of  AZ 

A.B 

A.B 

2 

INA** 

.  A 
A 

1 

Maricopa  Health  Plan 

1 

Mt.  Graham  Community  Health  Plan* 

A 

1 

Nn     A7  Fahh'Iv  Hpxlrh  Plan 
reu .   M  i-  rami  \  y  nca  iwi  r  i  an 

A 

A  fl 

2 

Phoenix  Health  Plan* 

B 

Pima  Care* 

A 

1 

Pima  Health  Plan 

A.B 

1 

Pinal  General  Hospital 

A.B 

1 

Samaritan  Health  Services 

A.B 

8 

B 

B 

1 

St.  Joseph's  Mercy  Care  Plan* 

B 

University  Famli-Care* 

B 

Western  Sun  Associates** 

B 

B 

Dynamic  Health  Services  LTC 

B 

Maricopa  Health  Plan  LTC 

A.B 

1 

Pima  Health  Plan  LTC 

A.B 

1 

Pinal  General  Hospital  LTC 

A.B 

1 

western  Sun  Associates  LTC* 

B 

Number  of  Providers  in  County 

First  Year  (A) 

1 

2 

4 

2 

2 

1 

NA 

6 

2 

1 

5 

5 

1 

1 

2 

Second  Year  (B) 

1 

2 

3 

4 

C 

1 

i  . 

8 

3 

6 

7 

2 

] 

3 

Fi rst  year  only. 
Second  year  only. 

CIGNA  ■  merger  of  Arizona  Health  Plan  and  INA  in  second  year. 

+Western  Sun  operates  under  the  name  Community  Health  Care--in  the  second  year  it  was  listed  for  purposes  of  reimbursement  as  Western  Sun 
Associates. 

* 

La  Paz  County  was  created  January  1,  1984  -  it  was  originally  the  northern  part  of  Yuma  County. 


Source:    State  AHCCCS  Division. 
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health  care  to  AHCCCS-el igible  residents  of  long-term  care  facilities. 
(Note:    In  1983,  the  number  of  Arizona  counties  increased  from  14  to  15  with 
the  formation  of  La  Paz  County.) 

There  are  two  ways  to  look  at  the  status  of  the  AHCCCS  program  in  the 
second  quarter  of  1984.    One  way  is  to  look  at  the  issues  surrounding  the 
implementation  of  the  program  by  the  AHCCCS  Division  and  the  AHCCCS 
Administrator  (the  administrative  level).    Most  attention  has  been  focused 
at  this  level.    However,  another  way  is  to  look  at  numbers  enrolled  in 
prepaid  plans  (the  plan  level).    Although  it  is  too  early  to  tell  exactly 
how  many  enrol  lees  are  receiving  services,  we  do  know  that  more  people  are 
enrolled  than  were  enrolled  under  the  previous  county  system  of  indigent 
health  care.    An  examination  of  key  factors  influencing  implementation  of 
the  AHCCCS  program  and  the  chronology  of  events  helps  to  explain  the  seeming 
anomaly  of  progress  at  the  plan  level  despite  serious  problems  at  the 
administrative  level. 

Factors  Influencing  Implementation  of  AHCCCS 

Three  important  factors  have  been  crucial  in  the  implementation  of 
AHCCCS.    The  first  was  the  short  time  allowed  for  planning  and  starting  up 
the  program.    The  state  AHCCCS  Division  had  less  than  a  year  to  prepare  for 
implementing  the  program,  and  the  AHCCCS  Administrator  had  only  4  months  to 
become  operational  after  it  was  awarded  its  contract. 

The  second  factor  was  the  lack  of  any  prior  Medicaid  program  in 
Arizona.  This  meant  that  counties  and  the  state  did  not  have  experience  with 
statewide  eligibility  determination  or  administrative  issues  basic  to  the 
operation  of  a  state  health  care  program  for  the  poor. 

Third  was  the  absence  of  models  for  the  AHCCCS  program  to  follow  based 
on  similar  programs  in  other  states.    This  lack  of  models  meant  that  the 
AHCCCS  Division  and  the  AHCCCS  Administrator  did  not  have  information  or 
experience  to  guide  their  effort  and  had  to  design  models  as  they 
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proceeded.    The  experience  of  the  AHCCCS  Administrator,  MSG I,  as  fiscal 
intermediary  for  the  Medicaid  program  in  New  York  state  did  not  prove  to  be 
as  useful  as  the  AHCCCS  Division  had  assumed  when  it  selected  MSGI.  AHCCCS 
turned  out  to  be  a  very  different  type  of  program  to  administer  from 
traditional  Medicaid. 

These  factors  combined  to  make  implementation  of  AHCCCS  exceedingly 
difficult.    AHCCCS  officials  were  moving  into  uncharted  waters  with  very 
little  guidance  and  with  limited  human  and  financial  resources.    In  large 
part,  the  problems  inherent  in  implementing  a  program  as  complex  as  AHCCCS 
arise  from  what  is  called  the  "complexities  of  joint  action."  Several 
different  organizations— the  AHCCCS  Division,  the  AHCCCS  Administrator, 
counties,  health  plans,  and  providers— each  had  to  develop  capacity  and 
begin  performing  new  tasks  in  a  very  short  period  of  time.    The  start-up  of 
a  complex  program  like  AHCCCS  in  a  state  with  no  prior  experience  in  similar 
statewide  health  programs  must  expect  significant  implementation 
difficulties.    The  key  question  is  whether  difficulties  were  recognized  and 
corrected  in  a  timely  fashion.    In  other  words,  did  AHCCCS  learn  from 
inevitable  mistakes  in  implementation  and  make  necessary  revisions? 

An  AHCCCS  Chronology 

The  implementation  of  AHCCCS  has  gone  through  several  phases.  These  can 
be  characterized  as  the  planning  phase,  the  start-up  phase,  the 
initial -revision  phase,  the  Administrator  dispute  phase,  and  the  new-system 
phase.    The  following  chronology  of  key  events  is  organized  by  phase  to  help 
illustrate  how  AHCCCS  addressed  issues  in  implementation  as  they  arose. 

Planning  Phase  (November  1981  to  September  1982) 

The  AHCCCS  legislation  was  signed  in  November  1981,  and  a  special  staff 
was  detailed  from  the  Arizona  Department  of  Health  Services  to  begin 
planning  AHCCCS.    A  director  for  AHCCCS  was  not  appointed  until  February 
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1982.    This  delay  slowed  the  planning  phase.    The  RFP  for  the  Administrator 
was  issued  in  March  and  the  Administrator  was  selected  in  May.  The  contract 
with  MSGI  was  not  finalized  until  August  (only  2  months  before  the  start  of 
the  program).    Between  the  time  the  RFP  was  issued  and  the  date  the  contract 
was  finalized,  the  enrollment  function  had  been  added  to  the  Administrator's 
responsibilities.    This  was  the  first  of  many  changes  to  the  Administrator's 
functions.    The  Request  for  Proposals  for  the  competitive  bidding  process  to 
obtain  providers  was  issued  in  July  and  contracts  were  awarded  in 
September.    Final  regulations  for  the  program  and  the  provider  manual  were 
completed  in  August.    Training  for  counties  on  eligibility  determination 
took  place  in  September.    Overall,  the  time  frame  for  selecting  the 
Administrator  and  providers  and  for  setting  up  eligibility  determination 
systems  was  very  short. 

Start-up  Phase  (October  1982  to  December  1982) 

AHCCCS  became  operational  on  October  1,  1982.    Eligibility  problems 
were  encountered  immediately.    The  counties  did  not  have  enough  staff  to 
determine  eligibility  for  the  medically  indigent  and  medically  needy.  An 
agreement  was  reached  to  "grandfather"  in  persons  who  had  been  eligible 
under  the  county  system.    Capped  fee-for-service  payments  to  providers  were 
delayed,  creating  problems  for  hospitals  and  doctors.    Overall,  the  start-up 
phase  was  marked  primarily  by  difficulties  in  eligibility  determination, 
enrollment,  and  payments. 

Initial -Revision  Phase  (January  1983  to  October  1983) 

This  period  was  marked  by  a  series  of  initial  revisions  to  the  AHCCCS 
program  to  address  some  emerging  issues.    A  number  of  emergency  regulations 
were  issued  to  assist  county -run  health  care  systems  in  making  the 
transition  to  AHCCCS  and  to  speed  up  the  process  of  eligibility 
determination.    In  April  1983,  legislation  was  passed  removing  the 
requirement  that  calculation  of  income  be  based  on  the  Arizona  tax  code  for 
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determining  MI/MN  eligibility  and  reducing  the  time  for  retroactive  coverage 
for  emergency  service  for  MI/MN  from  30  days  prior  to  application  to  5 
days.    Second-year  bids  were  requested  and  awards  were  made  to  providers  in 
July.    Maricopa  County  we"  not  awarded  contracts  for  the  MI/MN  population 
and  sued  the  state  but  lost. 

During  this  period,  directors  of  both  MSGI  and  the  AHCCCS  Division 
changed,  and  there  were  major  other  personnel  changes  at  MSGI.    Overall,  the 
AHCCCS  program  struggled  to  develop  an  eligibility  determination  and 
enrollment  system  that  worked  effectively  and  to  get  the  computer  system  for 
enrollment,  encounter,  and  claims  payment  data  processing  in  place. 

Administrator  Dispute  Phase  (November  1983  to  March  1984) 

During  this  period,  the  focus  of  attention  was  on  the  dispute  over  the 
Administrator  contract.    In  December  1982,  the  Arizona  Attorney  General 
maintained  that  MSGI  was  exceeding  the  authority  of  its  contract  and  was 
overcharging  the  state  for  expenses.    The  original  $11 -mil lion  estimate  for 
the  3-year  contract  with  MSGI  had  risen  to  an  estimated  $30  million. 
Negotiations  between  MSGI  and  the  State  of  Arizona  did  not  produce  an 
agreement.    In  February  1983,  MSGI  notified  the  state  that  if  the  contract 
dispute  was  not  resolved  within  30  days,  it  would  elect  to  terminate  the 
contract.    In  late  February,  the  Governor  announced  that  the  state  stood 
ready  to  assume  the  responsibilities  of  the  Administrator.    The  legislature 
changed  the  AHCCCS  legislation  to  enable  the  state  to  assume  the 
responsibilities  that  had  been  mandated  to  a  private  Administrator 
(HB2547).    A  Transition  Team  was  created  to  oversee  the  transfer  of  the  MSGI 
computer  system  to  the  state  and  to  reorganize  the  functions  of  the 
Administrator. 

During  this  same  period,  it  was  discovered  that  a  delay  in  enrolling 
recipients  in  prepaid  plans  had  greatly  increased  the  fee-for-service 
payments  made  by  the  state  to  physicians  or  hospitals  that  provided  services 
to  AHCCCS  members  who  were  considered  eligible  but  not  enrolled  in  a  prepaid 
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plan.    The  state  estimated  that  It  would  overrun  its  AHCCCS  budget  by  $65 
million.    The  Governor  then  proposed  legislation  to  shorten  the  delay  in 
enrollment  by  requiring  automatic  assignment  of  MI/MN  enrollees  in  a  plan, 
eliminating  their  freedom  of  choice.    In  addition,  the  new  legislation  would 
allow  AHCCCS  to  negotiate  with  providers  for  reduced  fee-for-service  rates. 
The  initial  problems  with  eligibility  and  enrollment  had  resulted  in  a 
significant  cost  problem  for  AHCCCS. 

New-System  Phase  (From  March  1984) 

Starting  March  15,  1984,  a  new  AHCCCS  administrative  system  came  into 
existence.  There  would  no  longer  be  a  private  Administrator.    Instead,  the 
AHCCCS  Division  would  assume  full  responsibility  for  administration  of  the 
program,  including  enrollment,  encounter,  and  claims  payment  data 
processing,  and  provider  management.    A  new  director  for  AHCCCS  was 
selected,  and  a  new  organizational  structure  for  AHCCCS  was  created. 

Two  Perspectives  on  the  Development  of  AHCCCS 

Throughout  this  chronology,  events  were  occurring  on  both  the 
administrative  level  and  the  plan  level.    Major  problems  arose  (and  were 
addressed)  in  the  administration  of  the  program;  these  problems  occurred 
first  in  eligibility  determination  and  claims  payments.    Creating  a  system 
for  enrollment,  encounter,  and  claims  payment  data  processing  was  more 
complicated  than  anticipated  in  MSGI's  initial  cost  estimates.  This 
difference  in  expectations  led  to  the  contract  dispute.  The 
el igibil ity /enrollment  problems  also  contributed  to  the  cost  overruns 
resulting  from  higher-than-expected  fee-for-service  payments.  Throughout 
the  period,  most  public  attention  was  given  to  these  administrative  problems. 

At  the  same  time,  at  the  plan  level,  major  cost  containment  mechanisms 
were  being  implemented.    The  competitive  bidding  process  proceeded  well: 
substantial  numbers  of  bidders  competed  in  both  years.    Initially,  there  had 

111-15 


been  concern  that  there  would  not  be  enough  bidders  to  cover  the  entire 
state.  There  were.    Also,  AHCCCS  rejected  a  high  bid  from  a  politically 
powerful  bidder  (Maricopa  County)  and  was  upheld  by  the  courts  in  denying 
the  Maricopa  bid  for  the  MI/MN  population  the  second  year.    The  second  year 
of  bidding  attracted  additional  bidders,  including  one  new  statewide  bidder, 
and  bids  increased  by  an  average  of  only  4%  over  the  first  year.  The 
second-year  bids  included  additional  services. 

Plan  administrators  instituted  gatekeeping  utilizing  different 
approaches  (see  Chapter  XII).    The  plans  have  accepted  prepaid  capitated 
financing  from  the  state,  and  the  state  has  accepted  HCFA's  capitated 
payment.    However,  there  has  been  variation  in  the  degree  to  which  the  use 
of  nominal  copayments  has  been  implemented  by  the  plans.    Some  have  been 
collecting  copayments  on  a  regular  basis;  others  have  not  (see  Chapter  XII). 

Overall,  the  implementation  of  AHCCCS  is  proceeding  through  three  basic 
stages.    The  first  year  and  a  half  of  the  program  was  devoted  primarily  to 
attention  to  administrative  issues:  getting  people  enrolled  and  bills  paid. 
During  the  last  half  of  the  second  year,  attention  has  begun  to  focus  on 
cost  issues:  creating  management  information  systems  to  collect  encounter 
data  and  monitor  cost  data.    The  AHCCCS  program  is  still  grappling  with  both 
these  issues.    There  is  a  third  stage  that  involves  a  systematic  focus  on 
the  qua! ity  of  care  provided  enrol  lees,  and  on  their  access  to  and 
satisfaction  with  that  care.    This  stage  is  only  beginning  to  recieve 
attention. 
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Notes  for  Chapter  III 


1.  The  following  waivers  of  provisions  of  the  Social  Security  Act  (and  its 
implementing  regulations)  were  granted  to  enable  the  state  to  carry  out 
the  project: 

1.    To  enable  the  state  to  exclude  SNF  services, 

Section  1902(a)(10)(A)  insofar  as  it  requires  the  state  to  provide 
skilled  nursing  facility  services  to  certain  categorically  needy 
individuals  (42  CFR  448.210); 


2.  To  enable  the  state  to  exclude  providing  for  eyeglasses,  dental 
care,  and  hearing  aids  as  part  of  EPSDT  services, 

Section  1902(a)(10)(A)  insofar  as  it  requires  the  state  to  provide 
EPSDT  services  to  include  eyeglasses,  dental  care,  and  hearing 
aids  during  the  first  year  of  the  project  (42  CFR  440.210,  42  CFR 
441  .55-441  .56,  and  441.80); 

3.  To  enable  the  state  to  exclude  home  health  care, 
Section  1902(a)(10)(D) ,  (42  CFR  440.210); 

4.  To  enable  the  state  to  exclude  family  planning  services, 
Section  1902(a)(10)(A) ,  (42  CFR  440.210); 

5.  To  enable  the  state  to  exclude  nurse  midwife  services, 
Section  1902(a) (10) (A) ,  (42  CFR  440.210); 

6.  To  enable  the  state  to  impose  cost  sharing  on  mandatory  services, 

Section  1902(a)(14)(A) ,  (42  CFR  447.50,  447.51,  447.52,  and 
447.53);  ' 

7.  To  enable  the  state  to  exempt  well  baby  care  and  services  from 
copayments  which  apply  to  physicians'  services  for  other 
recipients, 

Section  1902(a) (10)(B) (1 ) ,  insofar  as  its  requirements  preclude 
the  imposition  of  a  copayment  on  services  for  any  categorically, 
needy  individual  where  other  categorically  needy  individuals  have 
been  exempted  from  the  copayment  for  receiving  the  same  services 
when  the  service  is  furnished  as  "well  baby  care"  (42  CFR  440.240); 
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8.  To  enable  the  state  to  limit  the  scope  of  inpatient  and  outpatient 
mental  health  services  to  acute  conditions, 

Section  1 902(a) (1 0} (A)  insofar  as  it  would  require  the  state  to 
provide  Medicaid  reimbursement  for  required  services,  without 
regard  to  diagnosis,  type  of  illness,  or  condition  (42  CFR 
440.230(c)(l  )); 

9.  To  enable  the  state  to  restrict  freedom  of  choice  of  provider, 

Section  1902(a)(23),  (42  CFR  431.51  and  42  CFR  431.520(a)  insofar 
as  they  require  HMOs  and  PHPs  to  meet  the  requirements  of  42  CFR 
431  .530(b)-(c),  431  .571  (b)-(c),  42  CFR  431 ,530(b)-(c ) ,  and 
431  .571  (b)-(c)); 

10.  To  enable  the  state  to  exclude  from  Medicaid  all  costs  incurred  by 
eligible  recipients  for  medical  care  prior  to  October  1,  1982  (or 
the  starting  date  of  the  Medicaid  program  under  the  project), 

Section  1902(a) (34)  insofar  as  it  would  require  the  state  to 
provide  any  Medicaid  reimbursement  for  medical  care  costs  incurred 
prior  to  October  1  ,  1982  (or  substitute  a  later  date  if  the 
project  start  is  delayed)  (42  CFR  435.10  insofar  as  it  requires 
compliance  with  42  CFR  435.914); 

11.  To  enable  the  state  to  obtain  maximum  flexibility  in  arranging 
reimbursement  agreements  with  health  care  providers, 

Section  1902(a)(13)  (42  CFR  447.250,  447.252-447.371),  Section 
1902(a) (30)  insofar  as  it  is  implemented  by  the  regulations  cited 
above, 

Section  1902(a)(4)  insofar  as  it  is  implemented  by  42  CFR 
431.523(a)(2)  and  431  .565  (42  CFR  431  .523(a)(2)  and  431  .565); 

12.  To  enable  the  state  to  negotiate  with  the  county  (or  other  local 
governments)  on  the  composition  of  the  nonfederal  share  of 
Medicaid  expenses  without  regard  to  an  equalization  basis  for 
distribution  of  funds  to  the  counties  or  localities  and  without 
regard  to  a  specific  minimum  percentage  of  the  state's  share  of 
the  nonfederal  share, 

Section  1902(a)(2),  (42  CFR  433.33(a)  and  (b)); 

13.  To  enable  the  state  to  substitute  an  advisory  panel  of  experts  in 
place  of  the  Medical  Care  Advisory  Committee, 

Section  1902(a)(4)  insofar  as  it  has  been  implemented  by 
regulation  to  require  the  establishment,  composition,  and  use  of  a 
Medical  Care  Advisory  Committee  (42  CFR  431.12). 

(Source:    letter  dated  July  13,  1982,  from  Carolyne  K.  Davis,  HCFA 
Administrator,  to  Governor  Bruce  Babbitt  of  Arizona.) 
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In  the  first  year  only,  medically  needy  members  paid  $1.00  for  doctor's 
visits  and  $1.00  for  prescriptions.  In  the  second  year,  the  copayments 
were  standardized  for  all  eligible  groups  at  the  same  rate. 

By  the  end  of  the  second  year,  copayments  for  unauthorized  emergency 
room  visits  were  taken  out  of  the  regulations. 
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IV    THE  AHCCCS  DIVISION  PRIOR  TO  MARCH  15,  1984 


This  chapter  describes  the  organization,  staffing,  and  functions  of  the 
AHCCCS  Division  in  the  Arizona  Department  of  Health  Services  prior  to  March 
15,  1984.    At  that  time,  the  responsibilities  of  the  AHCCCS  Division 
changed,  as  described  in  Chapter  VIII.    In  May  1984,  the  AHCCCS  Division 
became  a  Department  separate  from  the  Department  of  Health  Services. 

Organization  and  Staffing 

The  AHCCCS  Division  was  established  in  November  1981,  as  part  of  the 
Department  of  Health  Services,  and  given  responsibility  for  planning, 
developing,  and  implementing  the  AHCCCS  program.    The  AHCCCS  Director  was 
established  as  one  of  seven  Assistant  Directors  in  the  Department  of  Health 
Services.    The  legislation  creating  AHCCCS  limited  the  size  and  role  of  the 
AHCCCS  Division,  mandating  that  day-to-day  operations  of  the  program  be  the 
responsibility  of  the  private  Administrator.    The  legislature  clearly  saw 
the  AHCCCS  Division  as  a  small  state  office  involved  in  oversight  and 
monitoring  of  the  program.    The  permanent  staff  of  24  authorized  by  the 
legislature  compares  with  an  average  Medicaid  staff  of  80  positions  in  1982 
for  4  neighboring  states:    Colorado,  Nevada,  New  Mexico,  and  Utah. 

Start-up  of  the  Program 

The  legislation  creating  AHCCCS  was  signed  in  November  1 981 ,  and  the 
AHCCCS  program  was  set  to  begin  statewide  operations  on  October  1,  1982. 
The  initial  start-up  and  early  program  development  were  the  responsibility 
of  the  Arizona  Department  of  Health  Services.    Twelve  people  were  detailed 
from  the  Department  to  staff  the  new  AHCCCS  Division  in  December  1981. 
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A  delay  until  February  1982  in  the  appointment  of  an  AHCCCS  Director 
slowed  the  initial  planning  process  for  the  program.    Major  attention  in  the 
early  start-up  phase  was  given  to  drafting  policy  and  regulations  and 
preparing  the  RFP  for  the  private  Administrator.    During  these  initial 
stages,  staff  knowledge  and  experience  regarding  prepaid  capitated  health 
plans  was  very  limited.    Over  the  course  of  the  first  year  of  the  program, 
additional  staff  who  had  experience  with  prepaid  health  plans  were  added. 
At  the  beginning  of  the  planning  process,  loaned  manpower  with  experience  in 
these  areas  was  provided  by  the  regional  office  of  HCFA. 

Initial  Organization 

By  October  1982,  AHCCCS  had  received  authority  for  32  positions.  The 
Division  was  organized  into  an  Office  of  the  Director,  Office  of 
Administrative  Services,  and  three  bureaus:    Fiscal  and  Contract  Control, 
Plans  and  Policy  Control,  and  Research  and  Evaluation  Development.^  A 
primary  function  of  the  AHCCCS  Division  was  oversight  of  the  AHCCCS 
Administrator.    Beyond  that,  its  specific  functions  were  to  develop  policy 
and  regulations,  conduct  planning  and  research,  and  provide  financial 
management.    As  AHCCCS  was  being  implemented,  the  Division  found  itself 
playing  increasing  roles  in  outreach,  community  relations,  and  public 
information.    A  Public  Information  Office  was  created  that  organized 
presentations  about  AHCCCS  throughout  the  state  and  distributed 
public-service  announcements  to  TV  and  radio.    As  complaints  and  concerns 
about  the  AHCCCS  program  arose  during  initial  implementation,  an  Ombudsman 
Office  was  created.    By  the  end  of  the  first  year,  the  organizational 
structure  was  as  indicated  in  Exhibit  IV-1. 

Management  of  the  Administrator 

The  AHCCCS  Division  selected  MCAUTO  Systems  Group,  Inc.  (MSGI),  as  the 
private  Administrator  through  a  competitive  bidding  process  that  attracted 
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six  bidders.  The  contract  period  was  for  39  months.    The  services  to  be 
provided  by  the  private  Administrator  included: 

.    Fiscal  intennedi^ry  functions 

.    Provider  management 

.    Medical  quality  assurance. 

Before  the  final  contract  with  MSGI  was  negotiated,  the  original  scope  of 
services  had  been  expanded  from  the  functions  outlined  in  the  RFP  to  include 
enrollment. 

MSGI  let  subcontracts  for  various  services.    The  principal  subcontracts 
were  with  Milliman  &  Robertson  for  actuarial  services,  with  Ernst  and 
Whinney  for  provider  contracting,  and  with  the  Accreditation  Association  for 
Ambulatory  Health  Care  (AAAHC)  for  medical  quality  assurance. 

The  AHCCCS  legislation  did  not  specify  how  the  relationship  between  the 
AHCCCS  Division  and  the  Administrator  should  operate.    The  Department  of 
Health  Services  was  charged  with  the  general  implementation  and  monitoring 
of  the  AHCCCS  program.    Initially,  the  AHCCCS  Division  developed  policies 
and  procedures  for  the  private  Administrator  to  implement  on  a  day-to-day 
basis.    As  the  Administrator's  capacity  to  define  and  operate  the  program 
increased,  the  role  of  the  Division  was  to  become  one  of  general 
supervision,  evaluation,  and  guidance  of  the  entire  program.    Defining  a 
clear  line  between  general  supervision  and  day-to-day  operation  was  never 
easy. 

The  working  relationship  between  the  AHCCCS  Division  and  the 
Administrator  was  strained  at  times.    Initially,  the  strain  appeared  to  be 
due  to  start-up  problems,  but  later  it  may  have  reflected  AHCCCS  perceptions 
of  Administrator  performance.    High  turnover  of  key  staff  contributed  to  the 
frustration  on  both  sides.    Requests  for  changes  in  the  Administrator 
functions  and  the  lack  of  agreement  on  specific  contract  modifications 
created  growing  problems  between  AHCCCS  and  the  Administrator.  Throughout 
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this  period,  clear  responsibility  for  managing  the  Administrator  contract 
was  not  defined  within  AHCCCS. 

Specific  Functions 

Policy  and  Regulations 

The  Bureau  of  Plans  and  Policy  Control  is  responsible  for  the 
development  of  rules  and  regulations  governing  the  AHCCCS  program.  It 
issued  the  initial  set  of  regulations  in  August  1982  and  has  modified  them 
since  then  as  required  by  changing  program  needs.    The  Bureau  also  issued  an 
eligibility  manual  governing  MI/MN  eligibility  determination  in  June  1982 
and  a  provider  manual  in  August  1982. 

After  the  initial  regulations  were  Issued,  several  sets  of  emergency 
regulations  were  issued.    Some  of  these  regulations  were  adopted  to  cover 
the  transition  from  county-run  health  care  systems  and  have  since  been 
allowed  to  lapse.    Regulations  concerning  eligibility  were  revised  to 
expedite  eligibility  determination  after  the  AHCCCS  statute  was  changed  by 
SB! 279  in  April  1983.    The  original  statutory  language  and  accompanying 
regulations,  which  tied  eligibility  to  the  Arizona  tax  code,  proved 
cumbersome  to  implement  and  were  simplified  by  SB1279.    Additional  statute 
changes  concerning  AHCCCS  coverage  prior  to  the  date  of  eligibility 
determination  and  provider  payment  procedures  necessitated  additional 
changes  in  regulations.    In  1983  a  complete  rewrite  of  the  regulations  was 
undertaken  to  encompass  emerging  rules  and  improve  the  overall  organization 
and  clarity  of  the  AHCCCS  regulations. 

Planning  and  Research 

The  Bureau  of  Research  and  Evaluation  Development  has  responsibility 
for  managing  the  demonstration  aspects  of  the  AHCCCS  program  under  the  HCFA 
1115  waiver.    Tasks  include  preparing  the  waiver  authorization  request, 
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coordinating  research  and  evaluation  activities  with  HCFA,  and  managing 
external  research  associated  with  the  program.    The  Bureau  sponsored  a 
survey  of  medical  professionals  seeking  their  views  of  AHCCCS,  and  a 
marketing  curvey  of  Maricopa  County  residents  to  find  out  how  to  approach 
public-employee  and  private  groups  to  obtain  their  participation  in  AHCCCS. 

The  survey  of  medical  professionals  was  conducted  in  cooperation  with 
the  Arizona  Medical  Association.    Almost  5,000  surveys  were  mailed  in  early 
May  1983,  and  a  total  of  1,500  responses  were  received  from  licensed 
physicians  by  July  1983.    Initial  results  indicated  that  physicians'  major 
concerns  focused  on  payment  delays  and  limitations  on  specialty  referrals. 
Physicians  who  participated  in  the  program — particularly  those  who 
participated  as  primary  care  physicians — tended  to  have  relatively  positive 
attitudes  toward  AHCCCS.    Those  physicians  with  occasional 
contact—particularly  specialists—tended  to  have  more  negative  attitudes 
toward  AHCCCS. 

The  marketing  survey  of  2,511  Maricopa  County  residents  was  conducted 
by  Behavior  Research  Center  through  telephone  interviews  in  April  1983. 
Allowing  for  the  built-in  socioeconomic  bias  of  a  telephone  survey,  it  found 
that  low-income  people  had  a  better  impression  of  AHCCCS  and  that  persons 
who  had  to  pay  part  of  their  health  insurance  premiums  were  most  likely  to 
enroll  in  AHCCCS. 

Financial  Management 

The  Bureau  of  Fiscal  and  Contract  Control  has  responsibility  for  all 
financial  aspects  of  the  AHCCCS  program.    Tasks  include  developing  program 
budgets,  managing  the  financial  operations  of  the  program  (including  the 
accounting  and  control  of  the  receipts  and  expenditure  of  funds), 
coordinating  contracting  for  AHCCCS  services,  developing  audit  protocols  and 
conducting  audits  as  necessary,  identifying  suspected  cases  of  fraud  and 
abuse,  and  monitoring  the  quality  control  programs  of  AHCCCS  to  maintain  the 
overall  fiscal  integrity  of  the  program. 

IV-6 


Grant  awards  to  Arizona  for  the  federal  share  of  operating  expenditures 
are  made  quarterly  on  expenditure  estimates  compiled  by  the  Bureau.  Federal 
cash  may  be  drawn  as  needed  for  program  operations  under  a  letter  of  credit 
authority  up  to  the  amount  of  the  grant  awards. 

To  carry  out  its  responsibilities,  the  Bureau  must  interact  with  a 
number  of  other  agencies  and  organizations,  including  MSGI  (until 
March  15,  1984),  other  agencies  within  the  Arizona  Department  of  Health 
Services  (Accounting  and  Budget  Departments  in  the  Division  of 
Administration),  county  financial  offices,  plan  administrators,  the  Joint 
Legislative  Budget  Committee,  and  the  legislature's  Oversight  Committee  for 
AHCCCS. 

Grievance  and  Appeal 

The  Ombudsman  Office  is  responsible  for  taking  complaints  from 
enrollees  or  providers  and  resolving  them.    The  complaints  that  arose  in  the 
first  months  of  the  program  necessitated  the  creation  of  this  unit  to  ensure 
that  AHCCCS  was  responsive  to  the  public. 

Fair  hearings  are  provided  for  both  AHCCCS  enrollees  and  providers 
whenever  there  is  reason  to  believe  that  a  state  agency  action  adversely 
affects  them.    Enrollees'  grievances  are  first  heard  by  the  health  plan, 
with  right  of  appeal  to  the  Administrator  (now  AHCCCS)  and  subsequently  to 
the  Department  of  Health  Services  (DHS)  Director.    Health  care  providers 
receive  their  first  level  of  hearing  from  the  Administrator  on  behalf  of 
DHS.    If  the  health  care  provider  is  not  satisfied,  the  matter  may  then  be 
appealed  to  the  DHS  Director. 

Public  Relations 


The  Public  Information  Office  responds  to  public  inquiries  about  the 
AHCCCS  program.  The  office  also  helped  to  organize  a  massive  public 
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information  and  education  campaign  during  the  summer  of  1982  to  reach  all 
groups  interested  in  AHCCCS:  recipients,  providers,  government  officials, 
community  organizations,  media,  and  the  general  public.    During  the  summer 
of  1983,  another  intensive  public  information  campaign  was  conducted  to 
explain  the  program's  first  open  enrollment.    AHCCCS  staff  also  supervised 
the  extensive  marketing  campaigns  conducted  by  the  competing  health  plans. 
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Note  for  Chapter  IV 

1.     The  Bureau  of  Research  and  Evaluation  Development  is  also  referred  to 
in  some  AHCCCS  documents  as  the  Bureau  of  Research,  Evaluation, 
Analysis,  and  Development. 
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V    THE  AHCCCS  ADMINISTRATOR 


The  enabling  legislation  for  AHCCCS  specifies  that  the  major  part  of 
the  administration  of  the  program  shall  be  contracted  to  a  private 
Administrator.    The  duties  of  the  Administrator,  as  spelled  out  in  the 
legislation,  include: 

(1)  Development  of  county-by-county  implementation  and  operation 
plans  that  include  reasonable  access  to  care  for  AHCCCS  members. 

(2)  Contract  administration  and  oversight  of  providers. 

(3)  Provision  of  technical -assistance  services  to  providers  and 
potential  providers. 

(4)  Development  of  a  complete  system  of  accounts  and  controls, 
including  provisions  designed  to  ensure  that  covered  health  and 
medical  services  are  not  used  unnecessarily  or  unreasonably. 

(5)  Establishment  of  peer  review  and  utilization  study  functions  for 
all  providers. 

(6)  Assistance  1n  the  formation  of  medical -care  consortia  to  provide 
covered  health  and  medical  services  under  the  system  for  a  county. 

(7)  Development  and  management  of  a  provider  payment  system. 

(8)  Establishment  and  management  of  a  comprehensive  system  for 
assuring  the  quality  of  care  delivered. 

(9)  Establishment  and  management  of  a  system  to  prevent  fraud  by 
members  and  providers. 

(10}    Coordination  of  benefits  provided  to  any  member. 

(11)  Development  of  a  health  education  and  information  program. 

(12)  Development  and  management  of  a  system  to  enroll  members  in  the 
plans. 
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The  intent  of  the  legislation  was  that  the  private  Administrator  would 
handle  the  bulk  of  the  day-to-day  operations  and  decision-making  of  the 
program,  under  the  overall  policy-making  and  regulatory  direction  of  the 
state  AHCCCS  office.    It  was  also  expected  that  the  Administrator  would 
bring  to  the  program  expertise  and  experience  in  such  areas  as  health  care 
delivery  systems  (especially  prepaid),  health  care  administration, 
data-processing  systems,  and  government- funded  demonstration  programs. 

The  remainder  of  this  chapter  discusses  the  Administrator  procurement 
process,  the  organization  and  resources  proposed  by  MSGI,  the  form  and 
nature  of  the  contract  document,  the  implementation  experience,  and  the 
contract  dispute  that  led  to  the  state  takeover  of  the  Administrator's 
functions  on  March  15,  1984. 

It  is  important  to  note  that  the  contractual  relationship  between 
AHCCCS  and  the  Administrator  is  currently  the  subject  of  litigation.  The 

analysis  conducted  in  this  chapter  is  not  intended  to  reflect,  in  any  way, 
conclusions  or  opinions  regarding  the  relative  merits  of  either  party's 
position,  particularly  with  regard  to  matters  of  legal  interpretation. 

policy  lessons  from  the  AHCCCS  experience  in  the  administration  of  the 


Procurement  of  the  Administrator 

The  RFP  for  the  private  Administrator  was  released  on  March  1,  1982. 
The  state  had  received  assistance  in  the  preparation  of  the  RFP  under  a 
contract  with  Compass  Consulting  Group.    The  deadline  for  submission  of  the 
proposals  was  April  12,  1982,  and  proposals  were  received  from  six  bidders 
by  this  date: 

.    Blue  Cross/Blue  Shield  of  Arizona  (BC/BS) 
.    Computer  Sciences  Corporation  (CSC) 
.    Electronic  Data  Systems  (EDS) 
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.    Hancock-Dikewood  (H-D) 

.    Jurgovan  and  Blair  (J&B) 

.    MCAUTO  Systems  Group,  Inc.  (MSGI). 

The  proposals  received  reflected  some  variations  in  technical 
approach.    For  example,  one  bidder  proposed  a  phase-in  plan  for  certain 
AHCCCS  eligibles  over  a  6-month  period.    Another  proposed  utilizing  its  own 
staff  to  market  to  potential  AHCCCS  members.    However,  since  all  bidders 
were  expected  to  meet  the  basic  requirements  of  the  RFP,  in  general  all  of 
the  proposals  were  similar  in  services  offered  and  overall  approach. 

The  proposals  were  reviewed  by  six  committees,  with  points  awarded  by 
each  committee  according  to  the  following  maximum  point  scores: 


Technical  Committee 

Cost  Committee  2,500 

Site  Visit  Committee  i 

References  Review  Committee 

Oral  Review  Committee  250 

Select!^!  j:mri  1J500 

Total  possible  points  10,000 


The  Technical  and  Cost  Committees  were  composed  of  separate  groups  of 
individuals,  and  there  was  no  communication  between  these  committees  during 
their  evaluation.    After  the  completion  of  the  technical  and  cost  proposal 
evaluation*  the  Site  Visit  Committee  was  formed  with  representatives  from 
the  Technical  and  Cost  Committees,  and  the  references  review  was  conducted 
by  another  individual.    A  separate  group  of  individuals  formed  a  common 
membership  of  the  two  remaining  committees:    Oral  Review  and  Selection. 

As  a  group,  the  committees  included  a  total  of  15  individuals  from 
various  organizations,  including  other  Arizona  state  agencies,  the  Arizona 
medical  community,  independent  consultants,  and  another  state's  Medicaid 
program.    The  final  Selection  Committee  consisted  of  the  first  AHCCCS 
director,  the  deputy  director  of  the  Department  of  Health  Services,  and  the 
di rector  of  administration  in  the  Department  of  Health  Services. 
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The  Technical  Committee,  the  Cost  Committee,  and  the  Site  Visit 
Committee  were  given  detailed  criteria  on  which  to  score  each  of  the 
bidders.    The  technical  proposals  were  scored  according  to  107  separate 
criteria,  each  with  an  assigned  weight  and  a  possible  score  ranging  from 
1  (worst)  to  5  (best).    The  points  for  each  item  were  obtained  by 
multiplying  the  score  by  the  weight  for  the  item.   The  107  items  were 
grouped  into  the  following  categories: 

.    Experience  of  the  offeror 

.   Organization  and  proposed  staffing 

.    Technical  approach 

.    Work  plan 

.    Project  management  and  control. 

The  cost  proposals  were  scored  according  to  32  separate  criteria.  It 

should  be  noted  that  a  high  or  a  low  total  cost  had  no  direct  Impact  on  any 
of  these  criteria;  the  evaluation  focused  more  on  the  costing  methodology, 
the  reasonableness  of  base  labor  rates  and  overhead  rates,  the  conformance 
to  the  RFP  requirements,  and  the  reasonableness  of  component  costs  in 
relation  to  total  cost.    It  should  also  be  noted  that  the  Cost  Committee  did 
not  review  the  reasonableness  of  the  total  cost  in  relation  to  the  staff 
levels  indicated  in  the  technical  proposal  or  in  relation  to  the  proposed 
approach. 

The  Site  Visit  Committee  visited  each  of  the  bidders.    Key  management 
personnel  were  interviewed,  and  an  operations  review  of  each  site's  facility 
was  performed  to  assess  the  effectiveness  of  the  bidder's  operation.  The 
committee  then  assigned  scores  according  to  18  criteria  in  3  categories: 
physical  plant,  computer  operations,  and  interviews. 

Unlike  the  above  three  committees,  the  References  Review  Committee,  the 
Oral  Review  Committee,  and  the  Selection  Committee  were  not  given  separate 
criteria  on  which  to  score  the  bidders.    Each  bidder  was  simply  scored  on  a 
1  to  5  basis  in  total  by  each  committee  member,  and  the  appropriate 
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weighting  factor  was  applied  based  on  the  total  points  allocated  to  the 
committee. 


The  selection  process  had  the  following  chronology: 

(1)  Proposals  were  received  from  six  bidders  by  the  deadline  of 
April  12,  1982.    The  bids  were  placed  in  sealed  boxes  and  locked 
in  a  monitored  storage  area. 

(2)  Bidder  response  boxes  were  opened  and  each  volume  was  numbered, 
logged,  and  returned  to  storage. 

(3)  AHCCCS  staff  verified  by  a  screening  document  that  all  proposals 
were  submitted  in  a  proper  manner,  placing  a  master  copy 
containing  original  bonds  and  transmittal  letters  into  a  locked 
file  1n  the  AHCCCS  office. 

(4)  On  April  27,  1982,  complete  sets  of  all  proposals  were 
distributed  to  members  of  the  Selection  Committee. 

(5)  On  April  28,  1982,  copies  of  the  technical  proposals  and  cost 
proposals  were  independently  presented  to  the  respective 
evaluation  committee  members.    Each  recipient  signed  a  statement 
agreeing  not  to  discuss  his/her  materials  other  than  with  AHCCCS 
staff  or  other  committee  members  until  the  winning  bidder  was 
formally  announced. 

(6)  On  May  5,  1982,  the  Technical  and  Cost  Committees  reconvened 
separately  and  a  composite  rating  was  arrived  at  for  each  bidder 
for  each  Item  1n  the  technical  (107  items)  and  cost  (32  items) 
areas. 

(7)  On  May  10,  1982,  the  Site  Visit  Committee  commenced  its  review  of 
all  bidders. 

(8)  The  final  weights  assigned  to  each  of  the  rating  factors  (139 
items  from  the  Technical  and  Cost  Committees)  were  sealed  in 
envelopes. 

(9)  On  May  6,  1982,  the  "sealed  weights  envelope"  was  opened  in  the 
presence  of  two  AHCCCS  staff  members. 

(10)  Weights  for  the  technical  and  cost  areas  were  posted  to  a  master 
score  computation  file  document  by  AHCCCS  staff. 

(11)  During  the  period  from  May  11,  1982,  through  May  13,  1982, 
references  were  reviewed,  ratings  assigned,  and  scores  developed., 

(12)  On  May  14,  1982,  bidders  began  oral  presentations  at  the  AHCCCS 
conference  room  in  Phoenix. 
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(13)  On  May  18,  1982,  the  Site  Visit  Committee's  composite  ratings 
were  weighted  and  scores  were  computed  for  each  bidder. 

(14)  On  May  18,  1982,  oral  presentation  scores  were  computed;  the  oral 
review  ratings  were  averaged,  weights  applied,  and  scores 
computed. 

(15)  On  May  19,  1982,  the  Selection  Committee  met  and  was  presented 
with  scores  and/or  comments  from  the  Technical  Committee,  the 
Cost  Committee,  the  Oral  Review  committee,  and  the  Site  Visit 
Committee,  and  with  the  reference  checks  from  the  References 
Review  Committee. 

(16)  The  selection  of  MCAUTO  Systems  Group,  Inc.,  was  forwarded  to  the 
Arizona  Department  of  Health  Services  on  May  19,  1982. 

Table  V-l  shows  the  scores  given  to  the  bidders  by  each  of  the  six 
committees.    Prior  to  the  review  by  the  Selection  Committee,  MSGI  ranked 
second  with  6,036  points,  behind  Jurgovan  and  Blair  with  6,337  points.  This 
ranking  was  reversed  by  the  final  "free"  points  awarded  by  the  Selection 
Committee,  giving  the  contract  award  to  MSG I. 


The  total  bid  prices  for  the  3-year  contract  were  as  follows: 


Jurgovan  and  Blair  (JAB) 
Hancock-Dikewood  (H-D) 
Electronic  Data  Systems  (EDS) 
Computer  Sciences  Corporation  (CSC) 
MCAUTO  Systems  Group,  Inc.  (MS6I) 
Blue  Cross/Blue  Shield  of  Arizona  (BC/BS) 

The  Selection  Committee's  rationale  for  the  award  of  the  contract  to 
MSGI,  as  quoted  from  Internal  AHCCCS  working  papers  describing  the 
evaluation/selection  process,  was  as  follows1: 

ia(l)    Throughout  the  selection  process,  MSGI  clearly  demonstrated  its 
understanding  of  the  purpose  of  AHCCCS.   MSGI  was  especially 
sensitive  to  the  problems  of  emerging  prepayment  programs  and 
those  practical  issues  that  required  resolution  if  AHCCCS  were  to 
be  implemented  in  accordance  with  prescribed  time  frames. 

(2)    The  aggressive  management  team  assembled  by  MSGI  to  implement 
AHCCCS  had  hands-on  experience  in  dealing  with  prepaid  programs 
and  had  implemented  such  a  program  in  a  tough  social  and 
political  environment. 


.::'!,.. 6  million 
18.9 
15.7 
13.6 
8.3 
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(3)  MSGI  was  the  lowest  bidder  among  those  judged  to  be  qualified  to 
implement  the  AHCCCS  prepayment  program  within  prescribed  time 
constraints. 

(4)  MSGI  displayed  the  most  current  understanding  of  sound  actuarial 
techniques  and  analysis  and  their  value  in  the  development  of 
on-going  management  and  »  aluation  of  thi  \  program. 

(5)  MSGI  was  ready  to  implement  immediately  a  cooperative  effort  with 
the  State  of  Arizona*  even  without  a  formal  signed  contract  in 
hand. 

(6)  MSGI,  alone  among  the  bidders,  responded  to  the  option  of 
suggesting  innovative  incentive  payments  for  attainment  of 
definable  performance  levels." 

In  retrospect,  there  were  a  number  of  difficulties  with  the 
eval uation/sel ection  approach : 

(1)  Based  on  the  point  score  prior  to  and  after  the  final  selection, 
it  would  appear  that  total  cost  played  a  major  role  in  the 
ultimate  decision.    Because  of  the  significant  uncertainties 

concerning  the  level  of  effort  required  to  administer  this  new 
experimental  program,  it  is  not  surprising  that  widely  different 
cost  proposals  were  received.    In  such  a  situation,  it  would 
appear  dangerous  to  place  too  much  emphasis  on  total  cost, 
especially  given  the  cost-based  nature  of  the  contract.  (See 
next  section  for  more  discussion  of  the  contract.) 

(2)  There  was  no  mechanism  in  the  evaluation  process  for  reconciling 
the  proposed  cost  with  the  technical  approach  and  for  verifying 
the  reasonableness  of  the  cost.   Although  there  were  some 
criteria  in  the  technical  evaluation  relating  to  the  sufficiency 
of  staff  resources,  these  were  given  almost  insignificant  weight 
(30  points  total),  and  there  was  very  little  difference  in  the 
points  awarded  to  the  different  offerors  despite  the  wide  range 
in  total  cost.    Furthermore,  there  was  no  way  1n  which  the 
technical -proposal  eval uators  could  relate  the  technical  approach 
to  the  costs  contained  in  the  cost  proposals,  and  vice  versa, 
because  neither  committee  had  access  to  the  information  from  the 
other. 

(3)  There  was  no  mechanism  for  reconciling  widely  different  cost 
estimates  from  the  different  bidders  and  for  attempting  to  reduce 
those  differences.    Since  the  differences  in  proposed  costs  may 
have  reflected  differences  in  bidder  estimating  ability  more  than 
in  ultimate  cost  required  to  do  the  job,  such  a  reconciliation 
would  appear  to  be  critical,  especially  if  a  number  of  bidders 
appeared  to  have  comparable  technical  qualifications. 
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(4)    Thus,  there  was  no  built-in  mechanism  to  deal  with  the 

possibility  that  bidders  would  "low-ball"  the  estimated  cost  in 
order  to  obtain  the  contract,  with  the  expectation  that  higher 
actual  costs  would  ultimately  be  reimbursed. 

{5)    The  evaluation  process  gave  an  unusual  amount  of  discretion  to 
the  Selection  Committee  in  the  final  decision.    Because  of  the 
tendency  of  the  members  of  other  committees  to  score  individual 
criteria  toward  the  middle  of  the  point  range,  and  because  of  the 
large  number  of  criteria  (which  would  tend  to  average  out 
differences  between  bidders),  less  than  900  points  separated  the 
lowest  and  highest  bidder  scores  prior  to  the  final  selection. 
This  meant  that  the  Selection  Committee,  through  its  use  of  1,500 
discretionary  points,  could  have  awarded  the  contract  to  any 
bidder  of  its  choice.    Although  this  is  not  necessarily  a  poor 
method  of  selection,  1t  does  contradict  the  philosophy  of  a 
"scientific"  evaluation  with  detailed  criteria  and  tightly 
controlled  procedures  for  the  various  committees. 


Contract  Award 


MSG  I  began  work  on  June  7,  1982,  although  the  contract  was  not  yet 
finalized.    The  contract  between  MSGI  and  the  state  was  signed  on  August  4, 
1982.    The  contract  amount,  which  now  Included  a  provision  for  the 
Administrator  to  handle  the  enrollment  function,  was  for  $11.4  million, 
including  implementation  and  the  3  years  of  operation. 


Because  of  the  somewhat  open-ended  nature  of  the  scope  of  work,  a 
cost-based  contract  was  selected  as  the  most  appropriate  contracting 
vehicle.    No  serious  consideration  was  given  to  another  form  of  contract. 


The  contract  amount  of  $11.4  million  included  a  number  of  incentives 
and  penalties  relating  to  MSGI's  performance: 

(1)    Incentive  awards  of  $1.3  million  (over  and  above  incurred  costs) 
were  set  aside  for  payments  based  on  superior  performance.  These 
payments  were  to  be  made  if  the  contractor  achieved  specific 
performance  objectives  identified  through  negotiation  between  the 
contractor  and  the  state.    The  total  allocated  amount  was  to  be 
divided,  with  40%  available  for  the  implementation  period  and  20% 
for  each  of  the  three  operational  years.    The  agreed  incentive 
schedule  of  $520,000  for  the  implementation  phase  is  shown  in 
Table  V-2.    MSGI  and  the  state  never  reached  an  agreement  on  the 
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Table  V-2 


IMPLEMENTATION  INCENTIVES 

Consumer  Acceptance 

.    The  enrollment  of  AFDC  and  SSI  eligibles  pursuant  to  the 
following  schedules:    80%  by  November  1,  1982;  85%  by 
December  1,  1982;  90%  by  January  31,  1983  ($26,026 
payable  at  each  milestone). 

.    The  enrolling  of  more  than  80%  of  the  members  in  prepaid, 
risk-assuming  plans  by  November  1,  1982— or  by  January  31, 
1983,  if  the  primary  care  managerial  systems  at  the  plan 
had  not  been  implemented  by  October  1,  1982. 

Provider  Competition 

.   The  establishment  in  Maricopa  and/or  Pima  County  of 
three  new  competitive  delivery  systems  (excluding 
Maricopa  and  Pima  County  Hospitals)  by  September  15,  1983. 

.    By  December  31,  1982,  the  execution  of  contracts  In  10 
or  more  counties  with  prepaid  providers  that  were  able 
to  accept  contracts  and  to  provide  service  according  to 
the  terms  of  their  contracts  as  of  September  30,  1983. 

.    The  development  and  implementation  of  acceptable 
primary  care  case  management  systems,  one  within  the 
h,>    • .    >  rM  r  .,  :  j-bf;.,; tal  and  one  within  the  Pima 
County  Hospital,  by  November  1,  1982. 

.   Successfully  and  acceptably  contracting  with  at  least 
one  existing  HMO  in  Pima  and  Maricopa  Counties  before 
October  1,  1982,  for  services  to  at  least  1,000  AHCCCS 
members  in  each  county. 

Support  Systems 

.   The  availability  of  a  tested  and  operational  encounter- 
based  MMIS,  acceptable  to  the  AHCCCS  director,  by 
November  1,  1982,  capable  of  making  all  payments  owed  as 
of  October  1,  1982,  with  capacity  to  accept  claims  as  of 
October  1,  1982. 

.    The  establishment  and  testing  of  a  procedure  and  system 
for  handling  Medicare  crossover  claims  by  November  1,  1982 
with  ability  to  accept  claims  as  of  October  1,  1982, 
and  to  process  all  claims  received. 

Total  if  all  targets  were  reached 


Source:    MSG I  contract 
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specific  incentive  schedule  for  the  operational  phase  of  the 
contract. 

The  contractor  would  receive  reimbursement  only  for  direct  costs 
(i.e.,  excluding  overhead  and  profit)  exceeding  the  baseline 
contract  cost.    Of  course,  the  baseline  cost  could  be  changed 
through  contract  amendment  if  the  parties  agreed  that  there  had 
been  a  change  in  the  scope  of  work,  or  an  addition  of  tasks  not 
originally  contemplated  in  the  scope. 

If  the  contractor's  costs  exceeded  125%  of  the  baseline  costs  for 
any  year,  the  contract  was  subject  to  partial  or  full  termination 
by  the  state. 

Increases  in  the  contractor's  costs  above  the  baseline  costs  were 
to  result  1n  decreases  1n  funds  available  for  incentives  and/or 
fee.    Likewise,  if  the  contractor's  costs  were  less  than  the 
baseline  costs,  this  was  to  result  in  an  Increase  in  the  funds 
available  for  performance  incentives. 

The  nature  of  the  contract  and  the  contractual  relationship  between 
MSGI  and  the  state  have  been  the  subjects  of  much  controversy,  including  the 
current  suit  and  countersuit  of  the  parties.    Additional  discussion  of  the 
evolving  contractual  relationship  is  provided  later  in  the  chapter. 


MSGI— Proposed  Organization  and  Resources 


MSGI  is  a  wholly  owned  subsidiary  of  McDonnell  Douglas  Corporation, 
Within  the  corporate  structure,  MSGI  is  part  of  McDonnell  Douglas  Automation 
Company  {MCAUTO},  a  division  of  McDonnell  Douglas  Corporation, 
Organizationally,  MSGI  reports  directly  to  a  corporate  vice  president  of 
McDonnell  Douglas,  who  is  also  president  of  MCAUTO. 


MSGI  was  formerly  Bradford  Administrative  Services,  Inc.,  a  subsidiary 
of  Bradford  National  Corporation.    As  Bradford  Administrative  Services,  the 
organization  held  a  contract  as  fiscal  agent  for  the  New  York  State  Medicaid 
Program.    Bradford  also  had  a  major  contract  with  the  New  York  City  Health 
and  Hospitals  Corporation  to  design,  implement,  and  operate  a  demonstration 
project  involving  prepaid  health  care.    The  organization  was  purchased  by 
McDonnell  Douglas  Corporation  on  December  24,  1981,  and  was  renamed  MCAUTO 


(2) 

(3} 
(4) 
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Systems  Group,  Inc.    The  New  York  contracts  continued  with  the  new 
organization. 

MSGI's  proposal  anticipated  subcontractual  relationships  with  two  other 
organizations:    Ernst  and  Whinney,  for  assistance  relating  to  the 
organization  and  procurement  of  providers,  and  Milliman  &  Robertson,  Inc., 
as  consulting  actuaries. 

Figure  V-l  shows  MSGI's  proposed  operations  organization,  which  was 
divided  into  five  major  departments:   processing  operations,  program 
relations,  quality  assurance,  provider  management,  and  financial  and 

this  organization,  since  it  was  not  originally  anticipated  to  be  an 
Administrator  function.   On  May  19,  1984,  each  bidder  was  notified  that  the 
enrollment  function  had  been  entirely  delegated  to  the  contract 
Administrator.    The  numbers  in  parentheses  are  the  numbers  of  staff  that 
were  estimated  to  be  needed  once  the  program  became  fully  operational.  The 
total  of  required  operational  staff  was  estimated  to  be  47  throughout  the 
operations  phase. 

From  the  beginning  of  the  program,  and  particularly  in  the  first  few 
months,  the  Administrator's  effort  was  focused  primarily  on  keeping  the 
program  running  on  a  day-to-day  basis.    In  part  because  of  normal  start-up 
difficulties,  the  short  time  to  Implement  the  program,  the  newness  of 
Medicaid  in  Arizona,  the  particular  uniqueness  of  the  AHCCCS  program,  the 
newness  of  the  contracting  health  plans,  the  turnover  of  key  Administrator 
personnel,  and  the  lack  of  sufficient  Administrator  staff,  many  of  MSGI's 
proposed  functions  and  activities  were  not  implemented  according  to  plan. 
For  example,  the  Administrator  failed  to  implement  a  comprehensive  approach 
for  monitoring  provider  performance,  providing  technical  assistance,  and 
overseeing  quality  assurance  activities.    Although  the  MARS  and  SURS 
reporting  subsystems  were  scheduled  for  delivery  in  April  1983,  SURS  was  not 
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implemented  until  January  1984,  and  as  of  April  1984,  MARS  reporting  had  not 
been  implemented  in  the  claims  and  encounter  system.    Also,  the  quantity  and 
quality  of  encounter  data  collected  have  been  far  short  of  expectations. 
This  issue  is  discussed  in  greater  detail  in  Chapter  VII. 


It  would  also  appear  that  both  the  state  and  MSGI  greatly 
underestimated  the  resources  needed  to  carry  out  the  Administrator's 
functions.    The  MSGI  proposal  indicated  an  operational  staffing  level  of  47 
people.    By  the  end  of  the  first  operational  year,  actual  staffing  had 
reached  approximately  150  people,  excluding  the  enrollment  function,  which 
was  not  included  in  the  original  proposal.    Now  that  the  state  has  taken 
over  the  Administrator  function,  Its  budget  does  not  show  any  appreciable 
change  in  resources  compared  with  the  staffing  under  MSGI.    And  of  the 
original  3-year  contract  amount  of  $11.4  million,  approximately  $10  million 
had  been  spent  by  the  end  of  the  first  operational  year. 


As  mentioned  above,  a  number  of  factors  contributed  to  the 
disappointing  implementation  experience: 

(1)  Implementation  time  frame.   The  Administrator  had  less  than  4 
months  from  the  date  of  contract  award  to  the  program  start-up 
date,  and  less  than  2  months  from  the  actual  signing  of  the 
contract.    Given  this  time  frame,  rapid  changes  in  program 
requirements  were  difficult  to  Implement,  time  devoted  to  training 
of  providers  was  Insufficient  (leading  to  subsequent  problems), 
and  mistakes  1n  the  implementation  approach  were  likely.  The 
short  time  frame  also  dictated  that  the  tasks  with  long-term 
benefits  (such  as  plan  monitoring  and  Implementation  of  MARS  and 
SURS)  had  less  priority  than  simply  getting  the  basic  program 
operational.    Thus,  sound  long-term  strategies  for  managing  the 
program  were  not  put  into  place,  which  in  turn  meant  that  the 
ongoing  administration  of  the  program  was  hampered. 

(2)  Eligibility /enrollment  confusion.    Perhaps  more  than  any  other 
factor,  the  problems  associated  with  eligibility  and  enrollment 
adversely  affected  the  administration  of  the  program  from  its 
inception.    Resolution  of  these  problems,  both  on  an  individual 
member  level  and  on  a  broader  level,  diverted  a  major  portion  of 
MSGI  resources  from  the  longer-term  tasks  of  the  program.  Chapter 
XIV  gives  a  detailed  discussion  of  eligibility  and  enrollment. 

(3)  New  Medicaid  program.    The  AHCCCS  program  is  the  first-ever 
Medicaid  program  in  Arizona.    This  fact  added  a  layer  of  problems, 
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which  probably  would  have  been  less  severe  in  another  state  having 
an  established  program.    For  example,  the  need  to  establish 
statewide  eligibility  criteria  and  to  implement  those  criteria 
through  the  counties  created  major  problems,  such  as  the  failure 
to  enroll  members  in  a  timely  fashion,  and  the  systems  and 
administrative  changes  arising  out  of  the  last-minute  decision  to 
"grandfather"  large  numbers  of  eligibles.    Similarly,  the  program 
imposed  unfamiliar  coding  requirements  (for  claims  and  encounter 
data)  on  a  provider  community  that  was  new  to  Medicaid. 

(4)  Mew  providers.    Almost  all  of  the  contracted  health  plans  were 
"new,  being  created  specifically  for  the  AHCCCS  program.  Most 
lacked  experience  1n  administering  a  prepaid  plan,  and  this 
inexperience  naturally  contributed  to  the  difficulties  of  getting 
the  program  smoothly  off  the  ground. 

(5)  Unique  program  features.    The  uniqueness  of  the  AHCCCS  program, 
contrasted  with  traditional  Medicaid  programs,  meant  that  the 
state  and  the  Administrator  were  unable  to  rely  on  the  experiences 
of  other  states  1n  attempting  to  ensure  a  smooth  implementation. 

(6)  Rapid  program  changes.    There  have  been  continual  changes  in 
legislation,  regulation,  policy,  and  procedures  from  the  inception 
of  the  program.   Most  of  the  major  changes  have  been  in  the 
eligibility  and  enrollment  area.    Although  many  of  these  changes 
were  made  in  response  to  early  administrative  problems,  they 
unfortunately  contributed  to  the  Instability  of  the  program,  which 
in  turn  adversely  affected  its  administration. 

(7)  Sys  terns  requl remen ts .    Unique  features  and  rapid  changes  both 
affected  the  systems  development  process.    It  was  originally 
anticipated  that  an  MMIS  from  a  traditional  Medicaid  program  could 
be  modified  quickly  and  easily  to  meet  the  needs  of  the  AHCCCS 
program.    It  later  turned  out  that  the  unique  program  requirements 
of  AHCCCS  meant  that  the  modification  process  would  be  much  more 
complex.    Changes  in  the  program  then  added  further  complexity. 

(8)  Turnover  of  key  staff.    The  experience  level  of  the  original 
proposed  staff,  especially  in  dealing  with  prepaid  health  care 
programs,  had  been  a  major  factor  in  the  selection  of  MSG I. 
However,  MSGI  replaced  most  of  the  key  project  staff,  including 
the  director,  early  in  the  implementation  phase  of  the  program.  A 
February  1983  report  by  JRB  Associates,  prepared  for  the  director 
of  AHCCCS,  stated:    "Most  of  the  key  MSGI  staff  are  new.  ...  None 
of  those  interviewed  identified  previous  experience  with  public 
sector  prepaid  health  care,  and  most  have  held  their  current 
position  for  less  than  one  month."2 

(9)  Underestimation  of  required  resources.    It  seems  clear  in 
retrospect  that  the  originally  proposed  resources  were  grossly 
insufficient  to  accomplish  the  job.    According  to  the  JRB  report, 
"MSGI  senior  staff  have  been  working  eighty  hours  and  more  per 
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week  for  several  months  and  expect  to  continue  to  work  at  this 
level  until  the  backlog  of  work  associated  with  implementation  is 
resolved."    This  resulted  in  "a  continuous  mode  of  crisis 
management, "3   As  a  result,  the  Administrator  staff  was 
continually  playing  "catch-up"  and  was  not  able  to  establish  the 
management  of  the  program  on  a  sound  proactive  basis. 

As  a  result  of  all  the  above  factors,  priority  had  to  be  given  to  such 
critical  activities  as  getting  plans  organized  and  under  contract,  getting 
services  provided,  getting  providers  paid,  and  solving  day-to-day 
operational  problems  such  as  those  related  to  eligibility  and  enrollment. 
It  is  unfortunate,  although  perhaps  not  surprising,  that  many  of  the 
longer-term  activities,  such  as  quality  assurance,  provider  monitoring, 
collection  and  use  of  encounter  data,  and  information  reporting,  were 
delayed.    In  many  respects,  operation  of  the  program  in  the  first  18  months 
can  be  characterized  as  getting  the  basics  in  place  but  otherwise  managing 
the  program  in  a  reactive  mode.    The  elements  necessary  for  the  proactive 
management  of  the  program  were  not  fully  Implemented. 

See  Chapters  VI,  VII,  XIV,  and  XVI  for  further  discussion  of  the  above 
and  related  issues. 

The  division  of  responsibility  between  the  state  and  the  Administrator 
did  not  undergo  any  major  change  after  the  start-up  of  the  program.  There 
were,  however,  some  changes  in  emphasis.    Because  MSGI  did  not  devote 
resources  to  certain  of  its  planned  areas  of  responsibility,  the  state  staff 
began  to  get  involved  in  these  areas.    Examples  include:  making  site  visits 
to  contracted  plans  to  verify  their  capability  to  deliver  service; 
conducting  quality  assurance  visits,  prior  to  the  Administrator's  contract 
with  AAAHC  (see  Chapter  XVI);  conducting  an  outreach  program  to  inform  the 
public  of  the  AHCCCS  program;  and  assisting  in  the  sampling  process  for 
eligibility  quality  control. 

In  terms  of  program  policy-making,  the  original  concept  was  that  the 
Administrator  would  assume  a  major  responsibility  for  day-to-day  decisions. 
The  actual  level  of  policy  decision-making  in  any  particular  area  was 
largely  a  function  of  the  confidence  of  the  personnel  involved.  For 
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example,  in  the  area  of  provider  procurement,  the  Administrator  exerted  a 
strong  influence,  particularly  in  the  second  year.    In  other  areas,  the 
state  found  itself  assuming,  over  time,  a  greater  decision-making 
responsibility  than  originally  anticipated.    This  situation  was  reversed 
somewhat  after  the  change  in  AHCCCS  leadership  in  the  spring  of  1983  (see 
Chapter  III).    After  that  time,  the  state  was  less  involved  in  day-to-day 
operational  decision -making.    Again,  however,  the  amount  of  change  in  the 
roles  of  the  two  organizations  was  not  major. 

The  Administrator's  organizational  structure  changed  a  number  of  times 
over  the  course  of  the  contract.    The  organization  in  place  as  of  the  end  of 
the  first  program  year  is  representative  of  the  structure  as  it  existed  for 
most  of  the  contract  period.    At  that  time,  the  organization  was  divided 
into  five  major  units:    Provider  Management,  Operations,  Systems,  Finance 
and  Administration,  and  Program  Support  (including  eligibility  and 
enrollment).    The  internal  organization  of  these  units  is  described  more 
fully  in  Chapters  VI,  VII,  IX,  and  XIV  of  this  report. 

The  Contract  Dispute 

As  of  March  1984,  MSGI  had  Incurred  costs  that  were  far  in  excess  of 
the  baseline  contract  cost  budgeted  for  the  program  through  that  date. 
Major  issues  in  the  contract  dispute  are  whether  the  contractor  is  entitled 
to  reimbursement  of  such  costs  above  the  baseline,  and  if  so,  what  amounts 
should  be  reimbursed. 

Factors  important  in  considering  the  appropriateness  of  reimbursement 
include,  but  are  not  limited  to: 

.    Whether  the  additional  expenses  were  for  tasks  that  were  outside  the 
original  scope  of  the  contract  (or  not  originally  contemplated 
within  the  scope). 

.    Whether  the  Administrator  was  authorized  to  perform  the  additional 
tasks. 

.    Whether  specific  costs  were  authorized  for  the  tasks. 
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.    The  nature  of  the  authorization:    by  contract  amendment,  written 
correspondence,  or  oral  agreement. 

At  one  extreme,  expenses  for  tasks  that  were  acknowledged  by  both 
parties  to  be  outside  the  scope  of  the  contract,  and  that  were  authorized  at 
specific  dollar  levels  and  incorporated  into  subsequent  contract  amendments, 
clearly  should  be  reimbursed.   At  the  other  extreme,  additional  expenses  for 
tasks  contemplated  within  the  original  scope  of  the  contract  and  for  which 
there  was  no  authorization  to  spend  additional  money  would  appear  simply  to 
be  cost  overruns,  subject  to  the  penalty  clauses  of  the  contract.  Of 
course,  there  are  many  variations  between  these  two  extremes,  and  the 
reimbursability  of  expenses  in  intermediate  cases  1s  much  less  clear. 

The  additional  expenses  incurred  by  MSG I  fall  into  several  categories. 
Certain  tasks  were  p reauthorized,  in  writing,  as  additional -scope  activities 
with  specific  costs,  and  were  subsequently  incorporated  in  contract 
modifications.    Other  tasks  were  authorized  in  writing  without  specific 
costs,  but  written  authorization  of  cost  was  obtained  subsequently,  and 
these  were  also  incorporated  in  contract  modifications.    Table  Y-3  shows  all 
the  add-on  tasks  that  were  Incorporated  1n  contract  amendments.    A  third 
category  of  tasks  lacked  written  authorization,  although  MSGI  contends  that 
oral  authorization  was  obtained.    The  state  and  HCFA  also  contend  that  MSGI 
had  not  provided  a  cost  accounting  for  these  tasks  that  was  sufficiently 
detailed  to  distinguish  the  new  costs  from  the  baseline  costs.    The  costs 
for  these  tasks  were  estimated  after  the  fact  by  MSGI,  by  allocating 
portions  of  their  total  costs  to  the  additional  work.   These  tasks, 
amounting  to  about  $3.1  million,  were  the  main  subject  of  the  contract 
negotiations  prior  to  the  termination  of  the  Administrator  contract.  See 
Table  V-4  for  a  listing  of  these  tasks. 

The  state  ultimately  took  the  position  that  the  additional  tasks  had 
not  been  properly  authorized  and  their  costs  had  not  been  appropriately 
identified.    In  addition,  since  payments  in  excess  of  the  written  contract 
had  been  made  (subject  to  audit),  these  payments  were  deemed  Improper  and 
subject  to  repayment  to  the  state.    Further,  since  the  amount  in  the 
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Table  V-3 
CONTRACT  MODIFICATIONS* 


Implementation  Period 

.    Increased  levels  of  provider  management  effort  provided  by  Ernst  & 
Whinney  and  Milliman  &  Robertson  (subcontractors  of  MSGI). 
Authorization:    Dr.  Henry  A.  Foley 
TioUritT"  $230,000 
Date:"  September  30,  1982 

.    Support  for  the  development  of  an  AHCCCS  start-up  public  awareness  effort. 
Autheri zation:    Dr.  Henry  A.  Foley 
Amount:  $53,000 
Bate:    September  30,  1982 

.    Provision  of  additional  forms  and  supplies  to  support  procurement 

activities. 

Authorization;    Dr.  Henry  A.  Foley 

Amount:  $93,000 

Date:    September  30,  1982 

.    Increased  effort  required  to  support  extended  1982  procurement  cycle. 
Authorization:    Dr.  Henry  A.  Foley 
Amount:  £189,300 
Date:    November  9,  1982 


First  Operational  Year 

.    Performance  of  the  eligibility  quality  control  function  for  MNs  and  Mis. 
Authorization:    Dr.  Henry  A.  Foley 
Amount?   $1 67,064 

Dates!  November  9,  1982,  and  February  23,  1983 

.    Development,  operation,  and  maintenance  of  a  computerized  eligibility 
tracking  system  to  trace  the  eligibility  status  of  each  member. 
Authorization:    Dr.  Henry  A.  Foley 
Amount:  $327,300 
Date:    November  9,  1982 

.    Maintenance  of  enrollment  workers  at  higher  levels  than  originally 
anticipated  and  support  of  ongoing  activity. 
Authorization:    Dr.  Henry  A.  Foley 
Amount:    3357, 340 

DatesT   November  9,  1982,  and  February  23,  1983 
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Table  V-3  (Concluded) 


First  Operational  Year  (concluded) 

.    Maintenance  of  a  24-hour  program  relations  operation  (for  receiving 
mandated  emergency  notifications,  prior  approval  for  medical  treatment, 

general  inquiries,  and  eligibility  verification). 
Authorization:    Dr.  Henry  A.  Foley 
Amount:  $551,500 
Date:    November  9,  1982 


.    Expansions  in  the  level  of  effort  required  in  the  areas  of  provider 
management  and  auditing. 
Authorization:    Dr.  Henry  A.  Foley 
Amount:  $259,640 

Dates:    November  9,  1982,  and  February  23,  1983 

.    Performance  of  additional  1983  Open  Enrollment  tasks  (including  procuring 
enrollment  sites;  preparing  the  procedures  manual;  conducting  training 
sessions;  providing  for  ma1l-1n  enrollment,  the  choice  of  provider 
enrollment  sites,  and  automatic  assignment;  preparing  the  member  rosters 
for  plans;  performance  of  related  systems  and  programming  tasks;  and 
associated  incentive  objectives). 
Authorization:    Donald  M.  Mathls 
Amount:    $707,916  (Includes  $75,000  for  Incentives) 
Date:    July  1,  1983 


k 

These  modifications  were  approved  by  HCFA  on  February  24,  1984,  with  very 
slight  differences  1n  the  estimated  amounts. 

Source:    State  AHCCCS  Division, 
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Table  Y-4 
PROPOSED  CONTRACT  MODIFICATIONS 


.    Spli ;  prospective  and  retrospective  capitation  rosters  and  checks. 
Amount:  $62,164 


.    Determine  special  administrative  and  systems  procedures  attendant  to 
Crippled  Child rens  Service  (CCS)  special  processing. 
Amount:  $33,208 

.    Perform  programming,  enrollment,  and  payment  functions  necessary  to 
ensure  foster  children  coverage  under  AHCCCS. 
Amount:  $29,360 

.    Develop  and  Implement  special  procedures,  policies,  and  programs  to 
ensure  the  proper  treatment  of  long-term  care  patients. 
Amount:  $109,045 

.    Incorporate  Maricopa  County's  special  procedure  and  formulary  code  files 
into  the  system. 
Amount:  $69,000 

.    Develop  the  reinsurance  guidelines  and  administer  the  reinsurance  program. 

Amount:  $25,529 

.    Perform  systems  and  administrative  modification  to  accommodate  the  policy 
shifts  impacting  newborn  coverage. 
Amount:  $90,674 

.    Prepare  special  evaluation  studies  and  report. 
Amount:  $148,758 

.    Accommodate  policy  shifts  in  the  area  of  retroactive  emergency  coverage. 
Amount:  $129,347 

.    Perform  systems  modifications  and  analyses  associated  with  the  special 
processing  of  SSI  data. 
Amount:  $70,808 

.    Perform  the  programming  and  administrative  tasks  necessary  to  accommodate 
rollover  county  determinations. 
Amount:  $105,257 

.    Ensure  the  resolution  of  assignment-related  issues  arising  from  the 
compressed  start-up  time  frame. 
Amount:  $141,075 
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Table  V-4  (Continued) 


.    Perform  member  file  "fixes"  to  alleviate  data  quality  control  problem 
resulting  from  the  eligibility  determination  systems. 
Amount:  $95,310 

.    Ensure  the  resolution  of  the  duplicate  member  records  arising  from  data 
problems  in  the  eligibility  system. 
Amount:  $72,246 

.    Modify  the  system  to  bring  system  pricing  and  claims  payment  logic  into 
accord  with  policy  shifts. 
Amount:  $114,476 

.    Adapt  Assistance  Program  Information  System  (APIS)  tapes. 
Amount:  $464,072 

.    Devise  pricing  schedules  to  ensure  the  payment  of  claims. 
Amount:  $102,823 

.    Develop  and  implement  special  administrative  and  systems  procedures  to 
ensure  compliance  with  shifts  in  Indian  Health  System  (IHS)  policy. 
Amount:  $147,366 

.    Install  and  maintain  a  security  system  to  accommodate  the  operation  of 
the  24-hour  communications  center. 
Amount:  $17,408 

.    Perform  the  financial,  program  support,  systems,  project  management,  and 
provider  management  functions  attendant  to  the  revision  in  claims 
processing  during  the  phase-in  of  counties. 

Amount:  $238,071 

.    Perform  the  functions  necessary  to  support  the  additional  procurements, 
including  the  preparation  and  evaluation  of  nine  additional  Requests  for 
Proposals,  and  two  Requests  for  Voluntary  Price  Reductions. 
Amount:    $331  281 

.    Perform  annual  medical  audits. 
Amount:  $110,468 

.    Provide  additional  actuarial  services  In  the  areas  of  reinsurance, 
utilization  review,  and  fee-for-service  equivalent. 
Amount:  $35,062 
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Table  V-4  (Concluded) 


.    Ensure  the  provision  of  additional  legal  support  services  in  the  areas 
legislation,  review  of  policies  regarding  Native  Americans,  the 
preparation  of  provider  contracts  and  other  legal  documents,  the 
preparation  and  review  of  Requests  for  Proposals  and  bid-related 
materials  and  bid  evaluation  criteria,  review  of  eligibility  and 
enrollment,  review  of  provider  problems  and  grievances,  review  and 
drafting  of  regulations,  and  general  program  support. 
Amount:  $162,493 

.    Accelerate  fee-for-serviee  claims  processing. 
Amount:  $225,453 

.    Increase  frequency  of  member  production  updates. 
Amount:  $120,266 

.    The  systems  staff  to  travel  to  New  York  to  work  on  the  implementation 
the  system. 
Amount:  $25,373 


Source:    State  AHCCCS  Division. 
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contract  had  been  fully  expended,  no  further  amounts  could  be  paid  to  MSGI 
until  formal  contract  amendments  were  approved. 

With  the  failure  of  the  state  and  MSGI  to  agree  to  a  contract  amendment 
to  cover  the  Administrator's  additional  costs,  MSGI  notified  the  state  on 
February  14,  1984,  that  unless  the  contract  dispute  was  resolved  within  30 
days,  MSGI  would  elect  to  terminate  the  contract.    At  the  end  of  this 
period,  on  March  15,  the  state  took  over  the  administration 
responsibilities.    The  dispute  over  the  contract  then  moved  Into  litigation. 

In  retrospect,  a  fundamental  problem  with  the  Administrator  contract 
was  the  parties'  Inability  to  distinguish  between  what  constitutes  work 
beyond  the  contract  scope  and  what  constitutes  a  cost  overrun  of  tasks 
contemplated  in  the  contract  scope.    The  contract  Itself  states  that  "the 
parties  recognize  that  the  agreement  embodied  1n  the  Request  for  Proposals 
and  the  Contractors  Cost  and  Technical  Proposal  1s  necessarily  vague  as  to 
specific  tasks  to  be  undertaken  during  each  phase  of  the  project," 

As  an  Illustration  of  this  difficulty,  consider  the  modification  of 
$259,600  due  to  "expansions  1n  the  level  of  effort  required  in  the  areas  of 
provider  management  and  auditing."   A  certain  level  of  resources  was 
proposed  in  the  MSGI  proposal.    This  was  a  factor  in  MSGI's  estimated  cost, 
which  in  turn  was  a  factor  in  awarding  the  contract  to  MSGI.    It  was 
subsequently  agreed  by  the  state  and  the  Administrator  that  the  level  of 
resources  was  Insufficient.    This  example  raises  the  difficult  question  as 
to  whether  the  added  resources  constitute  a  cost  overrun,  or  whether  they 
are  for  an  additional  work  task. 

Similarly,  additional  reimbursement  was  requested  because  of  the  need 
to  produce  special  computer  reports.    However,  if  the  MARS  system  had  been 
operational  ai  scheduled,  it  is  questionable  that  the  additional  reports 
would  have  been  needed. 

Because  of  the  difficulty  in  defining  what  constitutes  additional  scope 
and  what  constitutes  an  overrun,  the  contract  incentives  for  cost 
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containment  are  somewhat  ineffective.    In  effect,  these  incentives  are  an 
attempt  to  introduce  a  fixed-price  nature  into  a  cost-based  contract.  But 
if  the  .uncertainty  in  the  scope  of  work  and  required  resources  is  such  as  to 
make  a  fixed-price  contract  unworkable,  then  the  same  uncertainty  renders 
the  incentive  structure  of  doubtful  usefulness. 

It  would  appear  that  a  more  appropriate  method  of  cost  control  would 
have  bes»n  for  the  state  and  the  Administrator  to  jointly  define  the  tasks  to 
be  performed  and  to  agree  on  the  resources  required  and  the  resulting 
costs.    (This  was  in  fact  the  Intended  purpose  of  the  annual  work  plan. 
However,  the  first-year  work  plan  was  quickly  outdated,  and  the  parties 
never  put  into  effect  a  second-year  work  plan.)    Rather  than  attempt  to  tie 
a  fixed  amount  of  reimbursement  to  a  specific  scope  of  work,  it  is  more 
important  to  agree  on  the  cost  rates  of  specific  resources,  followed  by  a 
close  working  relationship  that  manages  the  level  of  those  resources  and 
their  allocation  to  functions.    Such  an  approach  acknowledges  the  true 
cost-based  nature  of  the  contract  and  applies  controls  appropriate  for  the 
contract  type,  rather  than  relying  on  cost  incentives  and  penalties  that  are 
likely  to  lead  to  disputes  over  contract  scope. 

Finally,  if  it  is  true  that  incentives  and  penalties  cannot  be  depended 
on  as  an  effective  control  on  cost,  then  it  follows  that  the  bidders'  cost 
proposals  should  be  subject  to  a  rigorous  test  of  reasonableness. 
Therefore,  the  question  is  raised  again  as  to  how  much  emphasis  should  have 
been  placed  on  the  bidders'  estimated  costs  in  the  award  of  the  contract. 
If  the  scope  is  truly  uncertain,  and  if  there  is  no  basis  to  conclude  that 
one  contractor  will  use  resources  more  efficiently  than  another,  then 
differences  in  estimated  costs  may  have  no  relationship  to  differences  in 
actual  costs  to  be  incurred  after  the  contract  award.    Awarding  the  contract 
based  on  low  cost  therefore  raises  the  possibility  of  large  cost  overruns  as 
well  as  an  insufficient  level  of  resources;  both  adversely  affect  the 
program  operations. 
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Notes  for  Chapter  V 

1.  Internal  AHCCCS  working  papers  describing  the  evaluation/selection 
process  for  the  AHCCCS  Administrator,  Summer  1982. 

2.  Draft  report  and  evaluation  of  AHCCCS  operational  staffing,  prepared  by 
Dr.  Stephen  Lazarus,  JRB  Associates,  February  14,  1983,  p.  1-1. 

3.  Draft  report  and  evaluation  of  AHCCCS  operational  staffing,  prepared  by 
Dr.  Stephen  Lazarus,  JRB  Associates,  February  14,  1983,  p.  3-2. 


V-26 


VI    PROVIDER  RELATIONS 


This  chapter  describes  the  roles  of  the  state  AHCCCS  Division  and  the 
private  Administrator  in  relating  to  the  health  plans.    Major  responsibility 
for  provider  relations  rested  with  the  Provider  Management  Unit  at  MSG I 
prior  to  the  termination  of  the  Administrator  contract.    This  responsibility 
involved  a  wide  range  of  technical  assistance  and  monitoring  functions.  The 
chapter  discusses  how  the  various  functions  were  implemented  and  also  how 
their  implementation  was  perceived  by  the  plans. 

AHCCCS  Division  Responsibilities 

Prior  to  March  15,  1984,  the  AHCCCS  Division  responsibilities  in 
provider  relations  were  limited  primarily  to  its  policy  and  regulation  role; 
day-to-day  operational  responsibilities  for  provider  relations  resided  with 
the  Administrator.    Overall,  the  AHCCCS  Division's  role  1n  provider 
relations  was  restricted  to  the  following  specific  areas: 

.    The  AHCCCS  Division  was  actively  Involved  in  the  procurement  of  the 
plans. 

.    The  AHCCCS  Division's  Bureau  of  Plans  and  Policy  developed 

regulations  and  procedures  to  guide  the  development  of  the  plans. 

.    The  Public  Information  Office  developed  guidelines  and  helped  to 
monitor  the  plans'  marketing  activities  during  open  enrollment, 
reviewing  marketing  materials  and  advertisements. 

.    The  AHCCCS  Ombudsman  Office  received  and  resolved  complaints  from 
members  concerning  the  plans.    This  activity  was  carried  out  in 
conjunction  with  the  Administrator. 
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Administrator  Responsibil ities 


The  private  Administrator  was  charged  with  the  following  specific 
provider  management  responsibilities: 

(1)  Provide  technical  assistance  and  training  to  prepaid  and 
fee-for-service  providers. 

(2)  Establish  programs  for  quality  assurance,  utilization  review,  and 
fraud  and  abuse  control. 

(3)  Monitor  overall  provider  performance  and  contract  compliance. 

(4)  Institute  procedures  and  activities  for  general  program  relations 

and  communications. 

The  RFP  for  the  private  Administrator  and  the  winning  proposal  envisioned  a 
comprehensive  set  of  activities  to  support  the  above  provider  management 
activities,  as  follows: 

.    Technical  assistance: 

-  Produce  and  distribute  provider  manuals. 

-  Conduct  training  on  billing  procedures  and  program  policy. 

-  Assist  plans  in  developing  effective  management  practices. 

.    Quality  assurance  (QA),  utilization  review  (UR),  reduction  of  fraud 
and  abuse: 

-  Assist  plans  in  establishing  QA/UR  programs. 

-  Assist  plans  in  utilizing  UR  and  encounter  data  reports. 

-  Review  existing  QA  reports  for  HMOs. 

-  Using  SURS  reports,  identify  potential  cases  of  underutil ization 
in  prepaid  plans  or  overutil ization  by  fee-for-service  providers; 
identify  potential  cases  of  fraud  and  abuse  and  refer  to 
appropriate  agencies. 

-  Conduct  clinical  reviews  of  prepaid  plans  and  fee-for-service 
providers. 

-  Establish  procedures  for  members  to  confirm  that  services  listed 
in  the  Explanation  of  Medical  Benefits  did  take  place. 


VI-2 


-  Send  questionnaires  to  members  regarding  quality  of  care  and 
service. 

-  Conduct  a  longitudinal  study  of  a  sample  of  members  to  review  the 
quality  of  care  provided. 

-  Review  provider  solicitation  documents  for  potential  marketing 
abuses. 

.    Performance  monitoring  and  contract  compliance: 

-  Conduct  plan  audits  to  review  financial  and  care-giving 
performance. 

-  Monitor  compliance  with  technical  contract  requirements,  such  as 
properly  executed  subcontracts,  compliance  with  safety  standards, 
proper  insurance,  etc. 

-  Compare  the  performance  of  different  types  of  health  plans. 
.    General  program  relations  and  communications: 

~  Resolve  day-to-day  operational  questions  and  problems. 

-  Establish  a  toll-free  number  for  Inquiries  and  eligibility/ 
enrollment  questions. 

-  Develop  an  on-Hne  system  for  obtaining  eligibility /enrollment 
information. 

-  Establish  an  Administrator's  advisory  group  for  the  Interchange  of 
ideas  between  the  Administrator  and  the  plans. 

-  Establish  linkages  with  professional  associations  and  societies. 

-  Produce  introductory  pamphlets  and  public  announcements  regarding 
the  program. 

-  Produce  newsletters  and  bulletins  for  providers  and  members. 

-  Obtain  provider  evaluations  of  training,  technical  assistance,  and 
materi  al s . 

-  Maintain  and  analyze  logs  of  Inquiries  to  determine  ways  in  which 
the  program  or  procedures  can  be  improved. 

-  Establish  contact  with  HMO  Member  Relation  Representatives. 

-  Establish  grievance  procedures  for  providers  and  members. 
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Implementation  of  Administrator  Responsibilities 


The  above  areas  of  responsibility  fell  mostly  under  the  Administrator's 
Provider  Management  Unit.   As  of  September  1983,  the  end  of  the  first 
program  year,  this  unit  was  divided  Into  seven  functional  areas:  Plan 
Management  (prepaid  plans),  Provider  Assistance  (capped  fee-for-service) , 
Medical  Care  Review,  Contract  Compliance,  Verification,  Public  Information 
Officer,  and  Support  Services. 

The  organization  in  place  as  of  the  end  of  the  first  program  year  is 
representative  of  the  structure  as  it  existed  for  most  of  the  MSGI  contract 
period.    As  of  the  end  of  April  1984,  the  functional  responsibilities  of  the 
Provider  Management  Unit  were  still  as  described  here.    The  staffing  levels 
are  those  that  were  in  effect  as  of  the  Fall  of  1983. 

.    Plan  Management  (eight  staff  members)— See  detailed  discussion 
following  the  description  of  the  other  units. 

Provider  Assistance  (four  staff  members)— Handle  inquiries  from 
capped  fee-for-service  providers,  research  problems,  provide 
training  on  fee-for-service  forms  and  procedures. 

Medical  Care  Review  (one  staff  member)— Handle  prior  authorizations 
and  emergency  room  claims  on  a  day-to-day  basis;  on  a  longer-term 
basis,  maintain  medical  policy,  establish  quality  assurance 
standards,  establish  medical  audit  procedures,  etc. 

.    Contract  Compliance  (two  staff  members)— Set  compliance  standards; 
ensure  that  the  plans'  paperwork  is  in  order.    (Note:    case  managers 
are  responsible  for  monitoring  plans  according  to  standards.) 

Verification  (eight  to  nine  staff  during  daytime,  two  to  four  during 
nights  and  weekends)— Operate  around-the-clock,  on-line 
eligibility /enrollment  inquiry  facility;  provide  information  to 
providers  and  members  regarding  enrollment  and  general  program 
policy  and  procedures.    (Note:    this  unit  does  not  research  member 
problems  unless  this  can  be  done  during  the  phone  call;  about  30%  to 
35%  of  the  cases  are  referred  to  another  unit  for  research. ) 

Public  Information  (one  staff  member)— Handle  general  communications 
to  providers,  the  press,  and  the  public. 

•    Support  Services  provide  clerical  support  for  the  other  units  within 
Provider  Management. 


The  backbone  of  the  provider  relations  function  is  the  Plan  Management 
staff,  consisting  of  case  managers  assigned  to  the  various  plans.  Case 
managers  are  responsible  for  monitoring  plan  operations  overall,  providing 
technical  assistance,  ensuring  contract  compliance,  and  handling  day-to-day 
problems.    It  is  intended  that  a  case  manager  spend  4  to  5  days  per  month 
on-site  at  his/her  assigned  plans.    The  specific  duties  of  the  case  managers 
are  as  follows: 

(1)  To  establish  a  working  relationship  with  the  plan  administrator 
and  others  with  each  assigned  plan  as  appropriate  to  the 
organization  of  the  individual  plans. 

(2)  To  visit  each  assigned  plan  as  necessary,  but  no  less  often  than 
every  other  month. 

(3)  To  provide  plans  with  technical  assistance  in  his/her  specific 
area  of  expertise,  on  request  of  the  plan  or  other  case  managers. 

(4)  To  ensure  that  a  network  of  care  is  available  within  any 
geographic  area  not  adequately  served  by  plans. 

(5)  To  establish  liaison  with  each  assigned  plan  to  ensure  a  flow  of 
information  between  the  state  and  the  plan  regarding  AHCCCS 
expectations  of  contractors. 

(6)  To  act  as  advocate  for  the  plans  within  Provider  Management  and 
within  the  state  AHCCCS  Division. 

(7)  To  monitor  each  plan's  responsiveness  to  AHCCCS  enroll ee  requests. 

(8)  To  ensure  adequate  review  (and,  if  necessary,  correction)  of  plan 
systems  for  provision  of  patient  care. 

(9)  To  act  as  a  focal  point  for  communication  from  the  state  to  each 
plan. 

(10)  To  understand  the  health  care  needs  and  resources  in  the 
geographic  area  assigned. 

(11)  To  participate  on  special  assignments  as  required. 

(12)  To  ensure  availability  of  AHCCCS-covered  services  to  each  plan's 
AHCCCS  enroll ees. 

(13)  To  conduct  or  participate  in  QA  monitoring  of  each  plan. 

(14)  To  monitor  each  plan  to  determine  correspondence  between  the 
plan's  bid  and  the  services  and  organization  in  place. 
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When  the  program  first  became  operational,  the  case  manager  position 
had  not  yet  been  established.    As  a  result,  there  was  no  single  point  of 
contact  between  plans  and  NSGI.   After  several  weeks  of  confusion,  the  need 
for  such  a  function  became  apparent  and  the  job  was  established,  Initially 
with  four  case  managers. 

Over  time,  the  number  of  case  managers  was  increased  and  the  scope  of 
responsibilities  narrowed  to  enable  these  individuals  to  devote  more  time  to 
working  with  plans.    Initially,  case  managers  were  also  responsible  for 
training  and  assistance  for  fee-f©r»s@rvice  providers.   A  Provider 
Assistance  unit  was  then  established  to  assume  these  functions.  Case 
managers  were  also  involved  In  researching  eligibility /enrollment  problems 
for  providers;  that  function  was  also  reassigned  to  another  unit.  In 
addition,  there  was  no  support  services  unit  at  first  to  provide  clerical 
help  to  the  case  managers.    The  eight  case  managers  on  duly  as  of  April  1984 
thus  had  significantly  more  time  to  devote  to  the  duties  described  than  was 
initially  the  case. 

The  case  manager  job  is  a  professional  position  requiring  specific 
health  administration  experience  and  skills.    The  case  managers  have  a 
variety  of  backgrounds,  Including  HMO  administration,  HMO  marketing, 
nursing,  hospital  planning,  long-term-care  financing,  PSROs,  quality 
assurance,  and  medical  billing.   The  unit  1s  organized  using  a  matrix 
approach.    Each  case  manager  is  assigned  to  one  or  more  plans  in  a  specific 
geographic  territory.    In  addition,  the  case  manager  is  called  on  for 
individual  expertise  in  his/her  background  area.   As  appropriate,  the  case 
manager  is  assigned  formal  responsibilities  in  a  particular  area.  For 
example,  one  case  manager  with  a  nursing  background  also  serves  as  the  head 
of  the  Medical  Care  Review  unit. 

In  the  first  few  months  of  the  program,  the  level  of  resources 
committed  to  the  case  manager  function  was  grossly  inadequate,  and  early 
start-up  problems,  especially  in  the  area  of  eligibility  and  enrollment, 
placed  a  major  strain  on  those  resources.    In  addition,  as  discussed  above, 
the  case  managers  initially  had  additional  responsibilities  relating  to 


fee-for-service  providers  and  researching  enrollment  problems,  and  they 
lacked  clerical  support.    The  fee-for-service  responsibility  consumed 
considerable  resources,  as  would  be  expected  for  any  new  implementation, 
especially  a  first-ever  Medicaid  program. 

Consequently,  the  provider  management  function,  by  necessity,  was 
initially  focused  on  those  activities  that  were  essential  to  keeping  the 
program  running  on  a  day-to-day  basis.    Resolving  daily  operational 
problem*;,  especially  related  to  enrollment  difficulties  and  provider  payment 
problems,  consumed  most  of  the  staff's  energy.    The  case  manager  job  became 
a  react?ve  one,  rather  than  the  significantly  proactive  role  that  had  been 
anticipated.    The  health  plans  reported  that  case  managers  were  rarely  seen 
on  site}  and  any  assistance  was  limited  to  resolving  individual  operational 
problems.    The  case  managers  were  unable  to  do  the  major  monitoring/ 
assistance  job  for  which  they  were  hired,  and  their  activities  made  little 
use  of  their  professional  backgrounds.    There  was  little  time  for  such 
activities  as: 

.    Establishing  the  mechanics  of  contract  compliance 
.    3ecoming  familiar  with  service  delivery  patterns 
.    Establishing  communication  protocols 

.    Providing  technical  assistance  to  help  plans  manage  more  effectively 
.    Providing  technical  assistance  to  establish  plan  QA/UR  programs 
.    Establishing  linkages  with  professional  associations  and  societies 
.    Developing  the  case  manager  role  more  fully. 

Some  improvement  did  occur  over  the  first  18  months  of  the  program  as 
resources;  were  increased,  as  the  provider  management  function  was 
reorganized,  and  as  initial  start-up  problems  faded.    Monitoring  of  plan 
operations  did  take  place,  although  1t  was  on  an  episodic  basis  rather  than 
through  systematic  reviews  or  formal  audits.    However,  the  continuing 
dynamics  of  the  program  and  the  problems  associated  with  eligibility  and 
enrollment  continued  to  distract  case  managers  from  their  primary  job.  At 
the  end  of  the  program's  first  year,  the  case  managers  expected  that  they 
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would  soon  have  significantly  more  time  to  devote  to  the  primary  monitoring 
function.    Their  hopes  did  not  materialize;  the  issues  surrounding  open 
enrollment,  the  changes  in  enrollment  procedures,  and  the  confusion  created 
by  the  large  number  of  MI /MM  redeterminations  consumed  much  of  their  time. 
As  of  April  1984,  1t  was  estimated  that  approximately  70%  to  80%  of  a  case 
manager's  time  was  still  devoted  to  resolving  individual  member  problems 
(See  Chapter  XIV  for  a  discussion  of  problems  relating  to  eligibility  and 
enrollment.)   The  remaining  time  was  split  between  the  formal 
monitoring/technical  assistance  function  and  the  other  matrix 
responsibilities  of  the  case  manager. 

Just  as  MSGI's  monitoring  and  assisting  roles  took  a  back  seat  to 
handling  daily  operational  problems,  so  did  implementation  of  a  quality 
assurance  function.    Most  of  the  planned  activities  1n  this  area  were 
deferred  as  day-to-day  operations  took  precedence.    Lack  of  encounter  data 
and  reporting  subsystems  further  prevented  the  establishment  of  a 
comprehensive  quality  assurance  program.    (Chapter  XVI  provides  details  on 
the  Administrator's  quality  assurance  activities.) 

The  Administrator's  short-term  quality  assurance  plan  (actually  a  much 
broader-scoped  performance  monitoring  plan),  prepared  in  November  1982, 
provides  a  good  illustration  of  MSGI's  early  ambitious  plans,  the  early 
frustrations  in  attempting  to  carry  out  those  plans,  and  the  hopes  for 
expanded  monitoring/assistance  in  the  future.   The  plan  envisioned  that  case 
managers  would  use  phone  calls,  site  visits  and  observations,  spot  checks  of 
providers  and  members,  operational  verification  of  procedures,  analysis  of 
encounter  data,  and  analysis  of  plan  documents  and  correspondence  to  monitor 
p1an  performance  in  the  six  major  program  areas  listed  in  Table  VI-1.  The 
six  areas  of  review  were:    health  care  deli  very /primary  care  management, 
utilization  control,  quality  assurance,  financial,  general  administration, 
and  contractual /legal  issues.    Detailed  criteria  were  established  for  each 
of  these  areas.    Unfortunately,  few  if  any  of  these  formal 
monitoring/assistance  activities  were  performed  before  March  of  1984.  On 
the  other  hand,  these  activities  remain  a  goal  of  the  plan  management 
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Table  VI-1 


EVALUATION  AREAS  IN  SHORT-TERM  QUALITY  ASSURANCE  PLAN 

(November  1982) 


A.     Health  care  delivery /primary  care  management 
1.     Accessibility  and  availability  of  services 
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ADDolntment  svstem 
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e. 

Triage 

f. 

Emergency  care 

g. 

Continuity  of  care 

h. 

Primary  care  physicians 

i. 

Special ists/hospltal s/and  11  ary  services  contractors 

PI  i 

in  administration 

a. 

Primary  care  case  management/gatekeeper 

b. 

Management  of  subcontractors 

c. 

Medical  records 

d. 

Records  retention 

e. 

Information  to  enrolled  members 

f. 

Grievance  procedure 

g. 

Provider  payment/reimbursement  arrangements 

h. 

Confidentiality 

1. 

Credentials  verification 

j. 

Prior  approvals 

k. 

Regulatory  and  accrediting  standards 

B.  Utilization  control 

1.  Utilization  control  system 

a.  Hospital  admissions 

b.  Inpatient  length  of  stay 

c.  Specialty  care  referrals 

d.  Emergency  care  authorization 

e.  Primary  care  utilization 

f.  Specialty  care  utilization 

g.  Ancillary  care  utilization 

2.  Concurrent  review  program 

3.  Management  information  system 

C.  Quality  assurance  mechanism 

1.  Organizational  arrangements 

2.  Purpose  of  QA  committee 

3.  QA  committee  recommendations  and  implementation 

4.  Effectiveness  of  QA  program 

5.  Quality  assurance  information  needs 
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Table  VI-1  (Concluded) 


D.  Financial 

1.  Reimbursements  to  subcontractors 

2.  Withholding  arrangements 

3.  Risk  sharing/management 

4.  Use  of  reinsurance 

5.  Coordination  of  bene  fits /third  party  payors 

6.  Budgets/cash  flow  statements 

E.  General  administration 

1.  Provider  registration 

2.  Plan  communication  and  education 

3.  Member  verification:  plans 

4.  Member  enrollment 

5.  Primary  care  selection 

6.  Billing  procedures 

7.  Coordination  of  system 

F.  Contractual /legal  issues 


Source:   MSGI  Short-Term  Quality  Assurance  Plan,  November  1982. 


VI  -10 


function  and,  as  we  shall  discuss  below,  there  appears  to  have  been  some 
progress  in  initiating  them. 

Recent  Progress  and  Future  Plans 

Starting  in  March  1984,  the  Provider  Management  staff  initiated  a 
series  of  audits  to  review  plan  activities  and  to  form  the  basis  for  future 
technical  assistance.    In  March,  a  review  was  conducted  of  each  plan's 
internal  quality  assurance  plan.    (See  Chapter  XVI  on  quality  assurance.) 
In  April,  an  operational  audit  was  conducted  of  each  plan's  grievance 
procedures.    An  audit  of  inpatient  certification  procedures  was  tentatively 
scheduled  for  May,  and  a  contract  compliance  review  for  June. 

Thase  audits  represent  the  first  organized  attempt  by  Provider 
Management  to  take  a  truly  proactive  role  In  plan  monitoring.    The  director 
of  Provider  Management  is  optimistic  that  further  improvement  will  be 
evidenced  in  the  future.    However,  the  director  believes  that  the  amount  of 
case  managers'  time  devoted  to  solving  problems  concerning  individual 
members  must  be  reduced  by  about  half  1n  order  for  the  unit  to  be  truly 
effective  in  Its  primary  area  of  responsibility. 

The  results  of  the  above  audits  will  be  discussed  in  subsequent  reports 
of  this  series. 

In  January  1984,  the  state  submitted  Its  Utilization  Control  plan  for 
the  AHCCCS  program.    The  program's  major  Provider  Management  plans  are 
included  as  a  part  of  this  document.    Essentially,  the  planned  activities 
are  those  that  have  been  recognized  as  essential  from  the  beginning  of  the 
program,  encompassing  the  elements  addressed  1n  the  Administrator  RFP, 
MSGI's  proposal,  and  the  subsequent  Short-term  Quality  Assurance  Plan 
described  above.    The  latter  has  been  included  in  the  Utilization  Control 
plan  as  operations  audit  criteria  for  evaluating  contracted  plan 
performance.    In  addition  to  the  operational  audit,  the  other  major  elements 
of  the  plan  include: 
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.    Contracting  with  the  state's  two  PSROs  to  perform  concurrent 
inpatient  review,  prior  authorization,  and  analysis  of 
fee-for-serv1ce  utilization. 

.    Monitoring  by  Provider  Management  staff  of  the  PSRO  activities  and 
the  activities  of  other  review  organizations  used  by  the  contracting 
plans. 

Use  of  the  SURS  II  reports  to  monitor  potential  over-  and 
underutilization. 

Annual  physician-conducted  medical  audits  of  contracted  plans  (to 
replace  AAAHC  audits). 

.    Periodic  audits  by  individuals  with  special  skills  to  review 
particular  aspects  of  plan  activity,  such  as  medical  records, 
laboratory  support,  and  pharmacy  support, 

.  Member  surveys. 

.  Follow-up  on  patient/provider  complaints. 

.  Annual  financial  audit  of  plans. 

.  Monitoring  and  analysis  of  plans'  financial  reports. 

Progress  on  these  activities  will  be  monitored  over  the  coming  months 
and  discussed  in  subsequent  reports. 


Financial  Monitoring  of  Plans 

The  Administrator  had  the  responsibility  for  financial  monitoring  of 
plans  until  March  1984.    Financial  monitoring  includes  the  financial  review 
and  analysis  of  the  financial  systems  and  reports  of  the  plans,  Preliminary 
reviews  were  made  by  MSGI  during  the  beginning  of  1983.    Many  plans  did  not 
submit  the  required  financial  reports  until  April  1984,  after  the  state 
AHCCCS  Division  assumed  the  financial  monitoring  activities  of  MSGI.  Formal 
auditing  of  plans  by  a  certified  public  accounting  firm  was  begun  in  May 
1984. 

In  the  first  few  months  of  1983,  MSGI  contacted  some  of  the  plans  to 
review  financial  systems  and  reports.    Two  auditors  on  contract  from  Ernst 
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and  Whi nney  conducted  the  reviews  on  site.    They  requested  reports  from 
plans,  including  information  on  cumulative  claims  submitted,  cumulative  paid 
claims,  lags  in  payments  to  subcontractors,  pended  claims,  utilization 
reports,  and  enrollment  reports.    Also,  any  financial  reports  that  were 
submitted  were  analyzed  for  unusual  entries.    Some  recommendations  were  made 
on  procedures  for  claims  processing.    Fewer  than  half  of  the  plans  were 
reviewed. 

By  the  end  of  March  1984,  plans  had  submitted  fewer  than  20%  of  the 
required  financial  reports.    Half  the  plans  had  not  submitted  any  of  the 
financial  reports  (quarterly  or  annual).    After  taking  over  from  MSGI,  the 
state  1ii  April  1984  ordered  plans  to  submit  financial  reports  or  face 
sanctions  such  as  loss  of  new  enrollees.    The  state  also  contracted  in  April 
1984  with  Peat,  Marwlck,  Mitchell,  and  Co.  to  conduct  audits  of  all  plans. 
These  audits  will  take  place  between  May  and  August  1984. 

Plan  Relationships  with  the  Administrator 

The  plans  generally  felt  that  MSGI  was  not  responsive  to  their  needs, 
and  frequently  complained  about  the  Administrator.    Plans  expressed 
complaints  in  the  following  areas: 

.  Capped  fee-for-serv1ce  reimbursement 
.  Enrollment  verification  and  updating 
.    Collection  of  encounter  data. 

Although  the  plans  generally  perceived  the  Administrator  to  be  the 
cause  of  problems  In  these  areas,  this  perception  often  arose  because  MSGI 
was  the  principal  point  of  interface  between  the  plans  and  AHCCCS.    Many  of 
these  problems  are  complex,  with  more  than  one  contributing  factor  and  more 
than  ons  responsible  party.    The  plans'  perceptions  are  described  below. 
The  problem  areas  are  then  described  from  a  broader  perspective  in 
subsequent  chapters  of  this  report. 
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Capped  Fee- for -Service  Payment  Delays 


Under  the  AHCCCS  system,  services  for  patients  eligible  for  AHCCCS  but 
not  yet  enrolled  are  to  be  reimbursed  on  a  capped  fee-for-service  basis. 
All  plans  indicated  that  they  experienced  significant  delays  in  getting  paid 
for  most  of  this  care,  and  that  claims  were  being  rejected  because  MSGI  said 
the  forms  were  improperly  completed.    A  particular  frustration  in  the  IPA 
plans  was  that  many  physicians  who  had  not  been  receiving  payments  wanted  to 
refuse  to  see  AHCCCS  patients  because  they  could  no  longer  afford  the 
revenue  shortfalls.   A  related  concern  was  capped  fee-for-service  payments 
for  native  Americans.    When  a  substantial  Indian  population  sought  care  off 
the  reservations,  physicians  were  hesitant  to  see  them  because  they  did  not 
believe  they  would  be  paid  by  MSGI.    (See  Chapter  VII  for  further  discussion 
of  fee-for-serv1ce  payment  problems.) 

Enrollment  Verification  and  Updating 

Enrollment  lists  and  verifications  were  the  most  frequent  complaints 
for  all  types  of  plans.    Plans  reported  that  they  did  not  know  from  one  day 
to  the  next  who  was  enrolled  and  who  was  not.    Hence,  they  could  never 
verify  that  they  had  received  the  correct  capitation  amounts.    Whereas  many 
plans  reported  that  they  frequently  had  been  underpaid,  other  plans  reported 
being  overpaid  and  having  tried  (unsuccessfully)  to  give  money  back  to 
MSGI.   A  related  problem  was  that  patients  appeared  to  get  lost  in  the 
system;  i.e.,  they  had  signed  enrollment  forms  but  did  not  appear  on  plan 
rosters.    Most  plans  believe  that  during  the  open  enrollment  period,  many 
first-year  members  who  indicated  a  desire  to  join  their  plan  were  actually 
assigned  to  another  plan  (not  the  one  of  their  choice).    Every  plan  reported 
drops  in  enrollment  during  the  first  month  of  the  second  year,  which  they 
attributed  to  MSGI 's  having  lost  or  misassigned  patients.    All  plans  located 
in  rural  areas  complained  that  there  were  not  enough  enrollment  workers  and 
that  those  assigned  were  available  only  sporadically  at  inconvenient  times. 
As  a  result,  many  individuals  who  wished  to  choose  a  plan  could  not  do  so. 
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Many  plans  complained  that  patients  were  duplicated  in  the  system.  For 
most  enrollees,  the  Social  Security  number  is  their  plan  ID  number;  however, 
some  enrollees  (such  as  newborns)  have  no  Social  Security  number.    MSGI  gave 
them  an  ID  number  until  the  Social  Security  number  could  be  Issued. 
However,  when  a  Social  Security  number  was  provided,  a  new  record  was 
generated  1n  the  MSGI  computer  but  no  adjustment  was  made  to  delete  the 
initial  dwmy  control  number.    This  duplication  caused  significant 
accounting  problems  for  the  plans.    (Chapter  XIV  provides  a  detailed 
discussion  of  the  problems  relating  to  enrollment.) 

Encounter  Forms  and  Data 

Another  problem  concerned  requests  by  MSGI  for  encounter  data.  Plans 
reported  that  MSGI  generally  did  not  press  them  for  these  data,  although  in 
general  the  data  exist.    One  plan  tried  to  send  hard-copy  data  on  standard 
computer  paper  and  found  that  MSGI  required  it  on  8-1/2"  x  11"  paper.  The 
plan  administrator  was  willing  to  provide  the  data  on  a  computer  tape  but 
claimed  that  MSGI  did  not  provide  the  specifications  for  the  computer  tape. 
The  plan  was  afraid  to  expend  time,  effort,  and  money  generating  such  a 
tape,  only  to  have  MSGI  send  it  back.    Plans  contend  that  MSGI  provided  very 
little  technical  assistance.    (See  Chapter  VII  for  further  discussion  of 
encounter  data. ) 
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VII    INFORMATION  SYSTEMS 


This  chapter  discusses  the  overall  design,  implementation,  and 
operation  of  the  AHCCCS  claims  and  encounter  data  system.    This  system  is 
designed  to: 

.    Process  and  pay  capped  fee-for-service  claims. 

.    Capture  and  process  encounter  data  for  capitated  providers,  i.e., 
data  describing  Individual  medical  services  provided  to  members. 

.   Make  capitation  payments. 

.    Maintain  records  of  Individual  providers  and  members. 

.    Produce  administrative  and  utilization  reports  to  support  the 
management  of  the  program. 

.    Provide  data  for  this  evaluation. 

The  Administrator  RFP  required  that  bidders  propose  a  claims  and 
encounter  system  that  would  be  developed  by  modifying  an  existing  Medicaid 
Management  Information  System  (MMIS)  for  the  unique  needs  of  AHCCCS.  The 
approach  proposed  by  MSGI  was  to  modify  its  existing  New  York  MMIS.  Because 
of  the  -supposed  flexibility  of  this  system,  MSGI  anticipated  that  "minimal 
development  effort"  would  be  required  to  implement  the  AHCCCS  version. 

MSGI  expected  that  the  New  York  system  would  need  modification  in  the 
following  areas: 

(1)  Modification  of  the  claims  subsystem  to  permit  the  capture  and 
processing  of  encounter  data. 

(2)  Modification  of  the  claims  subsystem  to  prevent  fee-for-service 
payments  for  members  enrolled  In  prepaid  health  plans  (PHPs). 

(3)  Development  of  the  capability  to  make  capitation  payments. 
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(4)  Expansion  of  the  member  subsystem  to  handle  functions  related  to 
membership  in  prepaid  plans. 

(5)  Modification  of  the  provider  subsystem  to  handle  encounter  and 
prepaid  group  membership  processing. 

(6)  Development  of  a  premium-billing  and  accounts-receivable  module. 

(7)  Development  of  supplemental  reports  for  the  Management  and 
Administrative  Reporting  Subsystem  (MARS)  and  the  Surveillance  and 
Utilization  Review  Subsystem  (SURS). 

MSGI  was  selected  as  the  AHCCCS  Administrator  at  the  end  of  May  1982. 
Although  the  Administrator  contract  was  not  finalized  until  early  August, 
MSGI  began  work  on  the  information  system,  without  a  contract,  on  June  7, 
less  than  4  months  before  the  start-up  of  the  AHCCCS  program.   MSGI  operated 
the  system  until  the  state  takeover  on  March  15,  1984.    Since  that  time,  the 
state  has  had  responsibility  for  operation  and  maintenance  of  the  system. 

The  next  section  discusses  the  system  architecture,  Including  the 
overall  structure  and  purpose  of  the  various  subsystems.  Particular 
emphasis  1s  given  to  those  aspects  of  the  system  that  address  the  unique 
characteristics  of  the  AHCCCS  program.    The  basic  processing  sequence  is 
also  described.   A  separate  subsection  provides  an  expanded  discussion  of 
the  reporting  subsystems,  MARS  and  SURS,  and  their  application  in  the 
prepaid  AHCCCS  environment.   Next,  the  organizational  structure  of  the 
Administrator's  systems  activities  is  summarized.    The  Administrator's 
experience  in  implementing  the  system  1s  then  discussed,  followed  by  a 
discussion  of  the  status  of  MMIS  certification  of  the  system.    Finally,  the 
last  section  discusses  the  particular  problems  associated  with  the 
submission  of  claims  and  encounter  data. 
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As  of  April  1984,  the  following  subsystems  were  operational: 

Member  Subsystem— The  member  subsystem  maintains  current  and 
historical  eligibility  and  enrollment  records,  and  primarily 
supports  the  activities  of  capitation  payments  and  claims 
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processing.    Eligibility  information  Is  updated  based  on  data  from 
several  sources:    Information  on  categorically  eligible  AFDC 
recipients  comes  from  the  Assistance  Payment  Information  System 
(APIS)  of  the  State  Department  of  Economic  Security  (DES); 
information  on  SSI  recipients  comes  from  the  Social  Security 
Administration;  and  information  on  the  MI/MN  comes  from  the  15 
counties.    Enrollment  data  are  added,  based  on  information  from 
member  enrollment  forms  processed  by  MSGI  enrollment  workers.  The 
mef?5ber  master  file  is  updated  weekly  for  categorical  eligibles  and 
monthly  for  MI/MN. 

.    Provider  Subsystem — The  provider  subsystem  maintains  current  and 
"Historical  information  on  contracted  AHCCCS  providers.    It  supports 
the  enrollment  of  providers  and  the  payment  of  fee-for-service 
claims. 

•  Claims  and  Encounter  Data  Processing  Subsystem  (CEDPS)--The  CEDPS  is 
the  core  module  of  the  claims  and  encounter  system.    Tt  provides  for 
the  processing  of  fee-for-serv1ce  claims,  the  collection  and  editing 
of  encounter  data,  the  generation  of  capitation  claims,  and  the 
processing  of  data  to  be  used  in  the  preparation  of  administrative 
and  utilization  reports.    It  edits  and  prices  claims  and  encounter 
data,  verifies  member  and  provider  eligibility,  screens  for  prior 
approval  when  required,  edits  for  appropriateness  of  services 
claimed,  checks  for  duplicate  claims  or  encounters,  and  processes 
claims  for  payment  of  the  appropriate  amount. 

.    Financial  Subsystem — The  financial  subsystem  produces  capitation 
payments,  fee-for-service  payments,  remittance  advices,  PHP 
membership  rosters,  and  encounter  data  status  reports  indicating 
errors  detected  on  PHP  encounter  submissions. 

.    Reference  Subsystem — The  reference  subsystem  maintains  reference 
(lata" on  medical  procedures,  diagnoses,  and  drug  formularies,  in 
addition  to  limits  on  procedures,  such  as  age  and  sex  restrictions, 
frequency  restrictions,  and  provider  restrictions.    It  is  used  to 
support  the  CEDPS. 

•  Surveillance  and  Utilization  Review  Subsystem  (SURS)--SURS  was 
implemented  In  January  1984.  " 

MARS  was  not  operational  as  of  the  end  of  April  1984.    SURS  and  MARS 
will  produce  reports  for  the  overall  management  of  the  program  and  the 
monitoring  of  service  utilization  by  members  and  providers.    See  the  section 
"Reporting  Subsystems— MARS  and  SURS"  below  for  a  detailed  discussion. 


The  basic  structure  of  the  Arizona  MMIS,  as  outlined  above,  is 
functionally  similar  to  that  of  other  state  MMIS  systems,  except  for  those 
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aspects  that  relate  to  the  unique  prepaid  environment.    The  major  unique 
features  are  described  below: 

(1)  Encounter  data  are  processed  through  the  claims  processing 
subsystem  as  a  new  claim  type.    In  order  to  accomplish  this, 
various  modifications  to  the  base  system  were  required,  such  as: 

.    Development  of  new  data  entry  formats  to  handle  encounter  data. 

.   Modification  of  pre-edit  and  logic  edit  modules  to  apply 
applicable  edits  to  encounter  data. 

.   Modification  of  pricing  routines  for  encounter  data. 

.   Modification  of  remittance  program  to  report  on  encounter  data 
status  and  to  exclude  encounter  data  from  financial  effects. 

(2)  On  a  monthly  basis,  the  Member  Subsystem  is  scanned  to  determine 
applicable  capitation  payments.    A  capitation  claim  record  is 
created  for  each  member  enrolled  in  a  plan  and  is  then  passed  to 
the  Claims  and  Encounter  Data  Processing  Subsystem  for 
processing.    The  member  records  are  then  updated  with 
cap1tat1on-paid-to-date  amounts.    Payment  rosters  are  produced  for 
each  plan.    This  method  of  processing  can  accommodate  retroactive 
capitation  payments  and  retroactive  rate  changes. 

(3)  Twice  monthly,  the  Member  Subsystem  1s  scanned  and  an  enrollment 
roster  is  produced  for  each  plan. 

(4)  The  Member  Subsystem  1s  capable  of  tracking  member  status  from 
date  of  application  through  date  of  eligibility  determination  to 
date  of  plan  enrollment.    This  Information  is  available  for 
inquiry  to  assist  in  providing  up-to-date  member  status  to  plans, 
individual  practitioners,  and  members. 

(5)  Twice  monthly,  the  Member  Subsystem  is  scanned  to  identify 
eligible  members  who  have  not  enrolled  in  a  plan.    If  the  time 
limit  for  voluntary  enrollment  has  passed,  the  system  assigns  the 
member,  using  an  assignment  algorithm,  to  the  lowest-bidding  plan 
in  the  member's  area,  and  notification  is  sent  to  the  member.  The 
system  also  produces  letters  to  new  members  requesting  that  they 
make  a  selection  and  warning  them  of  automatic  assignment. 

(6)  During  open  enrollment,  the  system  provides  members  with 
notification  of  their  right  to  select  a  new  plan,  processes 
enrollment  choices,  and  keeps  track  of  decisions  over  time  to 
accommodate  members  who  change  their  minds. 
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(7)  Various  control  reports  are  produced  relating  to  the  AHCCCS 
prepaid  environment,  such  as: 

.  Eligible,  Not  As signed- -Summary 

.  Eligible,  Not  Assigned— Selected  Counties 

.  Eligible,  Not  Enrolled 

.  Members  Enrolled  in  Prepaid  Health  Plans 

.  Members  Added  to  Prepaid  Health  Plans. 

(8)  The  system  1s  capable  of  billing  individuals,  counties,  or  plans 
for  coprenrfums  and  tracking  accounts  receivable.    This  function  is 
not  currently  used,  since  copremlums  are  no  longer  required. 

(9)  Fee-for-service  claims  are  edited  for  member  enrollment  status. 
Any  fee-for-service  claims  for  members  enrolled  in  plans  are 
denied. 

(10)  The  Provider  Subsystem  tracks  physician  affiliation  with  prepaid 
plans. 

(11)  File  linkages  are  established  between  members  and  their  primary 
care  physicians. 

(12)  MARS  is  designed  to  Include  reports  concerning  the  delivery  of 
services  in  prepaid  plans,  such  as  the  number  of  individual 
encounters,  the  volume  and  type  of  services  provided,  the 
frequency  of  encounters  for  each  diagnosis  and  procedure  code,  the 
demographic  breakdown  of  PHP  membership,  the  frequency  of 
emergency  room  visits,  and  the  frequency  of  referrals  by  primary 
care  physicians  (see  discussion  in  next  section). 

(13)  SURS  is  designed  to  facilitate  greater  emphasis  on  identifying 
potential  underutil Ization;  to  allow  comparison  of  utilization 
between  plans;  to  produce  profiles  of  primary  care  physicians, 
including  all  referred  services;  and  to  produce 
diagnostic/treatment  profiles  to  detect  quality  assurance  problems 
(see  discussion  in  next  section). 

There  is  a  single  basic  processing  sequence  for  claims  data,  encounter 
data,  and  enrollment  data.    Data  are  received  both  by  tape  and  by  hard 
copy.    Almost  all  encounter  data  and  about  10%  of  claims  data  are  received 
on  tape.    Paper  documents  are  received  daily  in  Phoenix  and  are  sorted  and 
batched  by  document  type.    Documents  are  forwarded  to  a  prescreening  unit, 
where  they  are  checked  for  completeness  and  obvious  errors.  Rejected 
documents  are  returned  to  the  originating  source  with  an  explanation  of  the 
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reason  for  rejection.  Documents  that  pass  these  screens  are  microfilmed  and 
sent  to  key  entry. 

Although  some  editing  1s  performed  at  the  time  of  data  receipt  and  key 
entry,  most  processing  occurs  after  the  data  (both  tape  and  key-entered)  are 
transmitted  to  the  mainframe  data  processing  facility  (located  In  MCAUTO's 
St.  Louis  facility  prior  to  the  contract  termination  and  at  the  state's 
Department  of  Administration  as  of  April  1984).   Claims  and  encounter  data 
are  transmitted  weekly,  at  which  time  comprehensive  edits  and  audits  are 
performed  on  the  data,  and  payments  are  processed. 

There  are  over  100  edits  for  CEDPS  that  are  specified  in  an  edit 
table.  These  edits  can  be  applied  selectively  by  invoice  type  (e.g., 
clinics  versus  practitioners)  and  by  form  of  Input  (e.g.,  hard  copy  versus 

-        .  iape).    Furth<  ,  the  res  fit  ol  each  ed11  is  also  set  by  this  table, 

I.e.,  whether  the  falling  edit  shall  result  1n  the  claim  (or  encounter) 
being  denied,  suspended,  merely  noted,  or  passed  with  no  effect  whatsoever. 


Reporting  Subsystems— MARS  AND  SURS 

Report  specifications  for  MARS  and  SURS  are  outlined  in  HCFA's  General 
Systems  Design  for  Medicaid  Management  Information  Systems.   MARS  Is 
intended  to  provide  overall  management  reports  needed  for  the  effective 
monitoring  of  a  state's  Medicaid  program.    SURS  is  intended  to  provide 
utilization  summaries  and  Individual  utilization  profiles  to  assist  a  state 
1n  detecting  potential  overutilization  or  abuse  in  a  Medicaid  program.  The 
versions  of  MARS  and  SURS  for  AHCCCS  are  designed  such  that  traditional  MMIS 
reporting  will  be  supplemented  with  reports  appropriate  to  the  specific 
prepaid  environment.    As  mentioned  above,  MARS  was  not  yet  operational  as  of 
April  1984. 

MARS  will  contain  all  of  the  traditional  reports  specified  in  the 
General  Systems  Design.    In  addition,  the  system  will  Include  several  new 
reports  dealing  with  prepaid  plans.    The  major  additional  reports  and  their 
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intended  use,  as  described  1n  the  state's  Advance  Planning  Document  of  April 
1984,  are  listed  below: 


.    List  of  Encounters  for  Members  with  Medicare  and  Other 

Insurance— This  report  is  provided  to  the  PHPs  so  that  they  can 
To! low  up  with  Medicare  or  other  insurance  carriers  for 
reimbursement. 

.    Service  Provider  Encounter— Details  the  number  of  encounters 
reported  per  day  and  the  average  daily  workload  of  each  service 
provider.    The  intended  use  for  this  report  is  to  evaluate  the 
accuracy  of  encounter  reports  as  well  as  the  quality  of  care 
rendered. 

.  Diagnosis  Utilization  by  a  Service  Provider  Within  a  PHP— Shows  the 
most  frequent  diagnoses  of  each  service  provider  within  a  PHP.  The 
intended  use  for  this  report  1s  for  health  care  planning  and 

training. 

•    Procedure  Utilization  by  Service  Provider  Within  PHP— Shows  the  most 
frequent  procedures  by  service  providers  within  a  PHP.    The  report 
tallies  procedure  occurrences  and  can  be  used  to  detect  the  overuse 
of  controversial  and/or  inappropriate  procedures,  as  well  as  the 
underutiHzatlon  of  standard  procedures. 

.    PHP  Demographic  Report-- Details  the  age  and  sex  distribution  of  the 
members  of  each  PHP.    This  report  Is  Intended  to  be  used  as  a  tool 
1n  health  care  planning  and  in  actuarial  and  risk  evaluation. 

.    Summary  Encounter  Evaluation  Report— Gives  summary  totals  by  PHP  for 
number  of  members,  number  of  encounters,  usual  charges,  projected 
fee-for-service  payment,  and  total  capitation  fees.    It  provides  a 
basis  for  financial  evaluation,  risk  management  assessment,  and 
actuarial  considerations. 

.    Summary  Encounter  Ranking  Report — A  parameter-driven  report  that 
summarizes  all  encounter  data  records  for  each  capitated  provider. 
(Parameters  to  be  selected  Include  provider  type,  category  of 
service,  and  aid  category.)   This  report  1s  useful  in  identifying 
exceptions  within  a  given  parameter. 

.    Visits  and  Encounters  Reports— Summarizes  visits  and  encounters  by 
member  category,  age,  and  sex.    This  report  shows  the  activity  for 
the  current  month  and  year  to  date  and  computes  the  ratio  of  visits 
to  encounters  for  better  management  and  control  of  services  provided 
by  PHPs. 

.    Members  Seen  for  Emergency  Room  Visits  by  Plan  and  Non-Plan 
Providers— This  report  is  intended  to  be  used  by  the  plans  to 
monitor  the  emergency  room  visits  and  manage  the  provider's 
availability. 
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.    Outpatient  In-Plan  Referral s-This  report  is  intended  to  be  used  by 
the  plans  to  monitor  the  primary  care  physician  s  role  in  making 
referrals  and,  as  a  result,  to  conduct  internal  reviews  for  over- 
and  underutilization. 

SURS  is  a  modification  of  the  SURS  II  system  used  in  Kentucky.    It  was 
installed  under  contract  by  Melody  J.  Chasen  and  Associates,  Inc. 

SURS  II  produces  utilization  profiles  by  provider  or  groups  of 
providers,  by  member  or  groups  of  members,  and  by  diagnosis  or  groups  of 
diagnoses  (treatment  profiles).    Reports  are  available  at  both  an  aggregate 
class  group  and  Individual  profile  level.    Detail  reports  are  also  available. 

SURS  II  1s  heavily  parameter-driven,  with  report  parameters  selected  in 
a  user-specified  control  file.  The  user  1s  able  to  custom-design  reports  by 
indicating  parameters  such  as: 

.    How  providers,  members,  or  diagnosis  codes  are  to  be  grouped  for 
profile  purposes. 

.  What  reporting  periods  are  to  be  Included  in  the  reports. 

.  How  items  are  to  be  weighted. 

.  What  frequency  distribution  ranges  are  to  be  used. 

.  What  upper  and  lower  limits  are  to  be  used  for  exception  reporting. 

In  other  words,  the  system  1s  designed  so  that  claims  and  encounter  data 
constitute  a  master  data  base.    The  user  can  Inquire  and  obtain  utilization 
statistics  from  that  data  base  using  extremely  flexible  criteria  for 
selecting  and  grouping  data  records. 

SURS  II,  as  it  is  being  implemented  for  AHCCCS,  contains  the  following 
features  that  are  of  particular  Interest  in  the  prepaid  environment: 

Reporting  at  the  total  plan  level  and  on  the  Individual  provider 
level. 

.    Inclusion  of  referrals  in  primary  care  provider  profiles. 
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.    Distinction  between  treatment  for  a  primary  care  provider's  own 
patients  and  treatment  for  patients  referred  to  him/her. 

.    Comparison  between  PHP  and  non-PHP  patients— e.g. ,  inpatient  length 
of  stay. 

.    Comparison  between  different  PHPs,  with  flagging  of  exceptional  PHPs 
for  under-  and  overutH1zat1on. 

.    Comparison  between  different  primary  care  providers,  including 
referrals  to  other  providers,  and  flagging  of  exceptional  providers. 

.    Reporting  of  treatment  profiles,  for  analysis  of  patterns  of  care  by 
diagnosis. 

Table  VH-1  lists  the  specific  SURS  II  reports  planned  to  be  available. 

The  state's  experience  in  utilizing  the  MARS  and  SURS  reports  will  be 
evaluated  over  the  coming  months  and  discussed  in  subsequent  reports. 

The  major  source  of  data  for  MARS  and  SURS  is  the  encounter  data 
submitted  by  plans.    Exhibit  VII-1  shows  the  basic  encounter  forms. 

Organization  of  Information  System  Activities 

At  the  end  of  the  first  program  year,  two  MSGI  units  had  responsibility 
related  to  the  information  system:    Operations  and  Systems.    The  functional 
responsibilities  of  the  individual  subunlts  within  Operations  and  Systems 
are  described  below.    These  responsibilities  remained  largely  the  same  as  of 
April  1934,  although  organizational  changes  had  regrouped  some  of  the 
subunits  described  below.    The  staffing  numbers  below  are  those  that  were  in 
effect  at  the  end  of  the  first  program  year. 

The  Operations  unit  is  responsible  for  the  document  processing.    At  the 
end  of  the  first  program  year,  this  unit  consisted  of  three  major  sections: 
Prescreening,  Data  Entry,  and  Computer  Operations.    The  Prescreening  section 
with  nine  employees  plus  supervisor,  is  responsible  for  the  prescreening 
process,  microfilming,  resolving  questions  for  claims  and  encounters  in  the 
"pending'1  file,  records  retention,  and  distribution.    The  Data  Entry  section 
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TITLES  OF  SURS  REPORTS  FOR  THE 
ARIZONA  HEALTH  CARE  COST  CONTAINMENT  SYSTEM 


♦Recipient  Class  Group  Total  Report 

*Recipient  Class  Group  Management  Summary  Report 

♦Recipient  Class  Group  Frequency  Distribution  Report 

Recipient  Class  Group  Frequency  Distribution  Graphic  Report 
♦Recipient  Class  Group  Totals  Report 

Provider  Category  of  Service  Totals  Report 
♦Provider  Class  Group  Management  Summary 
♦Provider  Class  Group  Frequency  Distribution  Report 

Provider  Class  Group  Frequency  Distribution  Graphic  Report 
♦Treatment  Analysis  Class  Group  Totals  Report 
♦Treatment  Analysis  Class  Group  Management  Summary  Report 
♦Treatment  Analysis  Class  Group  Frequency  Distribution  Report 

Treatment  Analysis  Class  Group  Frequency  Distribution  Graphic  Report 
♦Recipient  Summary  Profile 
♦Provider  Summary  Profile 
♦Treatment  Analysis  Provider  Summary  Profile 

Claim  Detail  Reports 

Claim  Detail  Selection  Summary  Report 

Central  File  Update  Edit  Report 

Central  File  Audit  Report 

Central  File  Class  Group  Criteria  Report 

Provider  Class  Grouped  Listing 

Recipient  Class  Grouped  Listing 

Transaction  Error  Report 

Transaction  Edit  Update  Report 

Provider/Recipient  Exception  Lags-I 

Provider/Recipient  Exception  Lags-I I 

Profile  Summary  Counts  Report 

Provider/Recipient  Report  Item  Ranking  Report 

Explanation  of  Medical  Benefits  (EOMB)  Report 


♦General  Systems  Design  required  report. 
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EXHIBIT  VII-1 
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EXHIBIT    VII-1  (Continued) 
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consists  of  10  staff  plus  a  supervisor.    The  Computer  Operates  sect10n 
with  four  staff  and  a  manager,  is  responsible  for  operation  o   the  remote 
job  entry  and  output  hardware.    Finally,  the  Operations  unit  is  also 
responsible  for  miscellaneous  equipment,  such  as  word  processors  and 
telephones. 

Prior  to  March  16,  1984,  the  Systems  Unit  at  MSGI,  with  15  programmers 
and  analysts,  was  responsible  for  development  and  maintenance  activities. 
In  addition  to  normal  systems  maintenance  development,  the  unit  was 
responsible  for  completing  development  of  MARS  and  overseeing  the 
subcontractor  in  the  development  of  SUPS.   All  but  thr*e  of  the  systems 
staff  left  AHCCCS  in  the  transition  and  were  replaced.    The  staff  as  of 
April  1984  consisted  of  seven  full-time  employees  (four  recently  hired)  p  us 
two  contract  programmers.   After  March  15,  MSGI  continued  to  be  responsible 
for  the  installation  of  MARS. 


Implementation  of  the  core  claims  and  encounter  data  processing 
subsystem,  or  CEDPS.  proceeded  about  as  anticipated  in  the  MSGI  proposal. 
The  proposed  approach  was  to  handle  an  encounter  form  as  a  unique  type  of 
claim  for  which  there  would  be  no  payment.    In  this  way,  there  would  be  no 
need  to  build  a  new  subsystem  designed  only  for  the  processing  of  encounter 
data-  the  theory  was  that  the  claims  subsystem,  with  a  little  modification, 
would  be  capable  of  processing  the  data  and  collecting  it  for  later  use  by 
the  reporting  subsystems.   MSGI's  New  York  claims  subsystem,  with  its 
capability  to  selectively  turn  edits  on  and  off  by  manipulating  edit  tables, 
would  enable  encounter  data  to  be  processed  with  editing  criteria  different 
from  those  of  fee-for-service  claim  data.    This  has  in  fact  turned  out  to  be 
a  workable  approach  for  capturing,  editing,  and  processing  encounter  data. 

Unfortunately,  in  several  other  areas,  significant  modifications  to  the 
original  planned  approach  were  necessary.    Almost  from  the  start  of  the 
implementation,  it  became  clear  that  the  extent  of  the  modifications 
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required  for  the  Member  Subsystem  made  utilization  of  the  New  York  system 
impractical.    A  decision  was  made  to  build  an  entirely  new  and  separate 
Member  Subsystem. 

It  was  also  necessary  to  build  a  new  and  separate  Provider  Subsystem. 
Because  Individual  practitioners  in  AHCCCS  are  affiliated  with  one  or  more 
plans,  it  was  necessary  to  build  extensive  cross-reference  capabilities 
linking  providers  with  plans.    As  a  result,  modification  of  the  New  York 
system  w&s  found  not  to  be  cost-effective. 

Similarly,  although  it  was  originally  thought  that  no  "major 
modifications"  would  be  required  for  MARS  and  SURS,  it  was  later  found  that 
the  unique  prepaid  environment  of  AHCCCS  required  much  more  extensive 
modification  than  anticipated.    See  the  earlier  section  on  MARS  and  SURS  for 
a  discussion  of  the  features  of  these  reporting  subsystems  that  are 
specifically  intended  to  support  the  unique  AHCCCS  environment. 

It  was  originally  anticipated  that  MARS  and  SURS  would  be  operational 
by  April  1983.    The  development  of  SURS,  based  on  modification  of  the  SURS 
II  system,  was  subcontracted  to  Melody  J.  Chasen  and  Associates,  Inc.,  of 
Berkeley,  California,  and  was  completed  in  January  1984.    As  of  April  1984, 
MARS  had  not  been  installed. 

Implementation  of  the  information  system  has  been  accomplished  in 
phases.    When  the  program  became  operational  on  October  1,  1982,  the  system 
was  capable  of  making  capitation  payments  to  providers.    The  first 
fee-for-service  claims  were  paid  in  December  1982,  although  very  few  claims 
had  been  submitted  before  that  time.    SURS  was  installed  in  January  1984. 
Implementation  of  MARS  will  complete  the  system  installation. 

In  retrospect,  it  is  clear  that  the  system  implementation  effort  was 
hampered  by  the  time  constraints  Imposed.    The  Administrator  had  2  months 
from  the  signing  of  the  contract  to  modify /build  the  systems,  procure 
equipment  and  space,  and  convert  the  necessary  data  files.    The  newness  of 
the  program,  as  a  first-ever  Medicaid  program  for  Arizona  and  as  a  unique 
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cost  containment  experiment,  made  the  time  constraint  even  more 
unrealistic.    As  late  as  mid- September  of  1982,  MSGI  was  still  having 
difficulty  converting  AFDC  eligibility  tapes  from  the  State  Department  of 
Economic  Security,  because  of  hardware  incompatibilities.    As  the  program 
became  operational,  there  were  inevitable  changes  in  policy  and  regulation 
that  required  last-minute  system  changes.    For  example,  county  delays  in 
determining  eligibility  led  to  temporary  eligibility  rules  that  required 
programming  changes.    Similarly,  delays  in  signing  provider  contracts 
resulted  in  the  counties1  continuing  to  provide  services,  which  in  turn 
changed  the  rules  for  processing  fee-for-service  claims.    The  short  time 
frame  also  meant  that  there  was  insufficient  time  to  anticipate  unique  needs 
of  the  new  program,  such  as  the  procedures  for  enrolling  newborns  to  avoid 
automatic  assignment  to  a  plan  different  from  that  of  the  parents.   As  a 
result,  as  problems  arose,  the  Administrator  was  continually  in  a  "catch  up" 
mode,  which  in  turn  meant  less  time  to  prepare  for  the  next  set  of  changes. 

On  a  continuing  basis,  changes  in  program  policy  and  procedures  led  to 
a  need  for  unanticipated  systems  changes,  diverting  resources  from  the 
efforts  to  complete  the  systems  development,  particularly  MARS  and  SURS. 
For  example,  as  changes  were  made  in  the  rules  regarding  what  services  were 
covered  (emergency  versus  routine)  for  what  categories  of  member 
(categorical  versus  MI/MN,  enrolled  in  plan  versus  not  enrolled)  in  what 
modes  of  service  (fee-for-service  versus  prepaid),  systems  changes  were 
required  to  accommodate  the  revised  processing  (see  Chapter  XIV  for  further 
discussion).   As  a  second  example,  when  redetermination  dates  for 
"grandfathered"  members  were  twice  extended,  system  changes  were  required  to 
automatically  change  the  date  of  redetermination  in  the  member  file.  These 
and  other  changes,  while  not  surprising  for  a  new  program,  continued  to 
contribute  to  the  delays  in  the  system  installation. 

Internal  organizational  factors  also  hampered  the  development  process. 
The  amount  of  programming  resources  initially  committed  to  the  effort  was 
believed  by  the  state  to  be  inadequate,  and  the  system  staff  was  splitting 
its  time  between  the  AHCCCS  development  and  MCAUTO's  New  York  contract.  The 
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turnover  of  key  MSGI  staff,  Including  the  director,  also  caused  difficulties 
early  in  the  program. 

MMIS  Certification 

The  state  submitted  its  most  recent  draft  of  its  Advance  Planning 
Document  (APD)  to  HCFA  on  April  2,  1984.    The  APD  sought  reimbursement  for 
the  operation  of  MMIS,  excluding  MARS  and  SURS,  starting  January  1  ,  1983. 
Funding  for  MARS  and  SURS  was  requested  commencing  June  30,  1984. 

The  total  development  cost  claimed  for  the  period  January  1  ,  1982, 
through  December  31,  1982,  Is  $1 .4  million,  of  which  $1.1  million  was 
expended  by  the  Administrator  and  $0.3  million  was  expended  by  the  state 
AHCCCS  Division.    See  Exhibit  VII-2  for  a  breakdown  of  the  Administrator 
costs.    As  of  the  end  of  April  1984,  there  were  no  figures  available 
summarizing  operating  costs  of  the  system. 

Provider  Submission  of  Data 
Fee-for- Service  Claims 

In  the  first  18  months  of  operation,  significant  problems  arose 
relating  to  the  submission  of  fee-for-service  claims  and  encounter  data. 

In  the  early  months  of  the  program,  unusually  high  reject  rates  were 
experienced  for  fee-for-service  claims.    This  was  the  result  of  several 
factors: 

.    AHCCCS  1s  the  first  statewide  program  for  Indigent  care  implemented 
in  Arizona,  and  providers  were  not  accustomed  to  the  data 
requirements  necessitated  by  the  program.    Physicians  were  required 
tc  code  procedures  using  the  Current  Procedures  Terminology,  Fourth 
Edition  (CPT4)  codes,  rather  than  the  California  Relative  Value 
Studies  (CRVS)  codes  with  which  Arizona  physicians  were  familiar 
through  Medicare.    In  addition,  diagnosis  codes  were  required  on 
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EXHIBIT  VII-2 
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outpatient  forms,  unlike  private  Insurance  and  Medicare  claims, 
where  a  written  or  coded  diagnosis  was  acceptable. 


.    Because  of  delays  1n  enrolling  some  of  the  newly  subcontracted 

providers,  claims  for  these  providers  were  routinely  rejected,  since 
they  did  not  appear  on  the  provider  master  file. 

.    Although  training  sessions  were  held  throughout  the  state  at  the 
beginning  of  the  program,  they  were  not  well  attended  and  not 
timely— they  were  not  completed  until  December  1982.    Further,  the 
training  was  not  always  consistent  with  the  instructions  in  the 
provider  manual.    A  May  1983  survey  of  physicians  participating  in 
;\HCCCS,  sponsored  by  AHCCCS  and  the  Arizona  Medical  Association, 
Indicated  a  generally  negative  impression  of  the  training  provided 
by  MSGI  and  by  the  plans.    When  asked  whether  sufficient  training 
was  received  1n  areas  such  as  billing  procedure,  member 
verification,  and  procedures,  60%  Indicated  that  they  had  received 
no  training  or  that  the  training  had  been  confusing  or  poor  (38%  of 
gatekeepers,  66%  of  specialists).    Only  16%  of  all  physicians 
Indicated  that  they  had  received  adequate  training  (27%  of 
gatekeepers,  13%  of  specialists).    Twenty-four  percent  Indicated 
they  had  received  some  training  but  would  benefit  from  more  training 
and  support  (35%  of  gatekeepers,  21%  of  specialists). 

.    Initially,  there  was  no  single  organizational  group  at  MSGI 

dedicated  to  solving  fee-for-service  problems.    This  responsibility 
fell  to  the  case  managers,  who  were  already  overburdened  1n  dealing 
with  individual  member  eligibility /enrollment  problems.    In  the 
spring  of  1983,  a  separate  Provider  Assistance  Unit  was  established 
to  coordinate  fee-for-service  training  and  to  work  with  providers  to 
solve  fee-for-service  problems. 

.    In  general,  MSGI  tended  to  reject  improperly  filled-out  claims 
rather  than  assist  fee-for-service  providers  to  resolve  problems. 

.    The  initial  confusion  regarding  members'  eligibility  and  enrollment 
status  (see  Chapter  XIV)  resulted  In  many  rejections  of  claims  for 
individuals  who  were  not  in  the  eligibility  file,  or  who  were 
enrolled  1n  plans  and  thus  not  eligible  for  fee-for-service. 

.   Many  claims  were  rejected  for  services  rendered  before 

October  1,  1982,  or  for  nonemergency  services  for  which  the  member 
was  not  eligible. 

.    There  was  considerable  confusion  among  providers  as  to  whether 
emergency  claims  by  noncontracting  providers  should  be  submitted  to 
the  Administrator  or  to  the  plan  responsible  for  the  member.  In 
February  1983,  the  regulations  were  modified  to  state  clearly  that 
such  claims  were  to  be  submitted  to  the  plan.    (The  state  also 
instituted  an  emergency  "sort1ng-out"  procedure  in  February  to 
handle  all  such  claims  which  had  been  submitted  previously  and  to 
determine  who  was  responsible  for  payment  of  each  claim.) 
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As  an  illustration  of  the  early  problems  1n  fee-for-service  processing, 
of  the  approximately  $1  million  of  fee-for-service  hospital  claims  submitted 
for  payment  before  December  31,  1982,  $203,000  had  been  paid  by  April  1984. 
Claims  of  $448,000  were  pending  because  members  were  not  on  file,  the  ID 
number  was  wrong  or  missing,  eligibility  had  not  been  determined,  or  a 
medical  review  or  other  Information  was  needed.    Claims  of  $293,000  were 
denied  because  members  were  enrolled  in  a  plan  or  were  ineligible  on  the 
date  of  service,  retroactive  determination  was  needed,  or  the  service  was 
not  covered. 


Encounter  Data 

Encounter  data  describe  the  individual  medical  services  provided  to 
members.    In  a  program  such  as  AHCCCS,  where  the  majority  of  care  is 
provided  on  a  capitated  basis,  collection  of  encounter  data  is  of  critical 
importance.    It  is  needed  for  overall  monitoring  of  services  provided,  for 
surveillance  and  utilization  review,  for  plan  management,  and  for  the 
evaluation  of  the  program.    In  particular,  the  evaluation  of  program  outcome 
measures  depends  critically  on  the  availability  and  accuracy  of  complete 
encounter  data. 

The  submission  of  encounter  data  in  the  first  year,  although  required 
in  the  plans'  contracts,  was  very  limited  (the  required  encounter  forms  are 
shown  in  Exhibit  VII-1).    In  a  report  delivered  to  HCFA  in  September  1983, 
the  state  estimated  that  data  had  been  submitted  for  only  about  13%  of  the 
total  encounters  for  the  period  December  1982  to  April  1983.    These  numbers 
included  rejected  as  well  as  approved  encounters  and  included  HMOs  that  had 
not  submitted  any  encounter  data.    The  two  largest  plans,  Arizona  Physicians 
IPA  and  Maricopa  Health  Plan,  with  65%  of  the  total  AHCCCS  enrollment,  had 
submitted  no  encounter  data  at  that  time.    It  is  critical  for  the  overall 
management  of  the  program— and  specifically  for  MARS  and  SURS— as  well  as 
for  the  evaluation  of  AHCCCS  that  an  accurate  and  complete  set  of  encounter 
data  be  obtained. 
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SRI  received  a  data  tape  from  MSG I  in  late  February  1984  including  all 
of  the  claims  and  encounter  data  processed  by  the  MSGI  system  to  February 
7,  1984.    The  file  contained  1,402,737  cl aims /encounter  records,  of  which 
964,797  were  encounter  records.    Of  encounter  totals,  239,009  were  records 
that  were  rejected  by  the  MSGI  system  and  725,511  were  approved  encounters 
(277  were  not  approved  because  they  had  invalid  plan  organizations). 
Approved  encounter  records  were  on  the  file  for  19  of  the  possible  35  first- 
or  second-year  participating  plans.    Table  VI 1-2  lists  the  approved 
encounters  by  plan.    The  encounters  are  estimated  by  multiplying  the 
estimated  member  months  by  1.81,  the  low  estimate  of  the  number  of 
encounters  per  member  month  used  by  the  AHCGCS  program  In  Table  3  of  its 
September  1983  Encounter  Data  Report  to  HCFA.    Because  exact  enrollment 
information  was  not  available  from  AHCCCS,  the  member  months  were  estimated 
for  the  period  from  October  1983  to  December  1983  by  using  enrollment  data 
from  four  months:    December  1982  (to  represent  October,  November,  and 
December  1982  and  January  and  February  1983),  April  1983  (to  represent 
March,  April,  May,  and  June  1983),  September  1983  (to  represent  July, 
August,  and  September  1983),  and  January  1984  (to  represent  October, 
November,  and  December  1983).    Although  the  numbers  in  that  table  should  be 
considered  approximate,  It  1s  clear  that  only  a  small  percentage 
(approximately  one-fourth)  of  the  encounter  data  had  been  collected. 

There  are  several  possible  explanations  for  the  lack  of  encounter  data, 
and  it  is  probable  that  some  combination  of  them  1s  responsible.  First, 
with  the  short  time  frame  for  implementation  of  the  new  program,  the 
submission  of  encounter  data  had  a  low  priority  for  the  plans  and  collection 
had  a  low  priority  for  the  state  and  MSGI.    Getting  plans  organized  and 
under  contract,  getting  services  provided,  getting  claims  paid,  and  solving 
day-to-day  operational  start-up  problems,  such  as  those  related  to 
eligibility  and  enrollment,  necessarily  took  precedence.    Second,  there  was 
no  motivation  for  the  plans  to  submit  the  data,  because  their  payment  was 
not  dependent  on--and  thus  there  was  nothing  to  be  gained  by— the 
submission.    The  first-year  plan  contracts  lacked  sanctions  or  incentives  to 
submit  the  data.    (The  second-year  plan  contracts  included  specific 
sanctions  for  failure  to  submit  encounter  data.)    Third,  there  was  probably 
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Table  VII-2 


NUMBER  OF  EXPECTED  (LOW  ESTIMATED  RATE)  AND  APPROVED 
ENCOUNTER  FORMS  BY  PROVIDER 


Number  of  Encounters 


Expe<  ted  Approved  as  of 
10/82-12/83  2/7/84 


ACCESS  Patient's  Choice"1" 

58,807 

0 

Arizona  Physicians  IPA 

212,272 

Arizona  Health  Plan* 

27,548 

0 

CIGNA* 

2,070 

0 

Coconino  Health  Care++ 

14,069 

5,271 

Comprehensive  AHCCCS  Plan 

24,080 

585 

Douglas  CI  1n1c++ 

11,749 

0 

Dynamic  Health  Services 

28,676 

18,789 

El  Rio  Santa  Cruz  Neighborhood 

Health  Plan 

163,858 

0 

Family  Health  Plan  of  NE  Arizona"4" 

2,074 

0 

Gila  Medical  Services 

35,828 

16,915 

Graham  County  Doctors  PI an+ 

5,430 

526 

Health  Care  Providers  of  Arizona 

168,277 

35 

IMA* 

16,648 

0 

Maricopa  Health  Plan 

916,094 

231,219 

Mt.  Graham  Community  Health  PI an++ 

18,168 

8,332 

No.  Arizona  Family  Health  Plan 

63,144 

17,951 

Phoenix  Health  PI an+ 

4,431 

0 

Pima  Care++ 

27,376 

0 

Pima  Health  Care 

231  ,279 

130,957 

Pinal  General 

78,786 

25,171 

Samaritan  Health  Services  (Medical 

Care  Systems) 

23,772 

5,982 

St.  Joseph's  Mercy  Care  Plan+ 

11,946 

0 

University  Faml i-Care+ 

18,614 

0 

Western  Sun 

36,177 

5,831 

Dynamic  Health  Services  LTC+ 

337 

0 

Maricopa  Health  Plan  LTC 

29,053 

159 

Maricopa  Health  Plan  LTC 

(out  of  county) 

288 

0 

Mt.  Graham  Community  Health 

Plan  LTC++ 

0 

0 

Pima  Health  Plan  LTC 

19,842 

45,474 
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Table  VII-2  (Concluded) 

Number  of  Encounters 


Expected  Approved  as  of 
10/82-12/83  2/7/84 


P-fnal  General  Hospital  LTC  2,171  37 

Western  Sun  LTC  1,747  3 

LTC-Other  9,024  0 

Department  of  Economic 

Security  (DES)  13,255  2 

Total  2,980,020  725,511 


* 

CIGNA  =  merger  of  Arizona  Health  Plan  and  INA. 

^Participant  plan  only  in  second  year. 
+ 

Participant  plan  only  1n  first  year. 
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some  fear  among  the  plans  regarding  how  the  encounter  data  might  be  used  by 
the  state  during  the  second-year  bidding  process.    Fourth,  the  plans  never 
received  anything  of  value  in  return  for  the  encounter  data,  such  as  SURS 
reports.    Finally,  there  were  technical  problems  in  the  transfer  of  tapes 
from  certain  plans  to  MSGI.    Several  of  the  plans  complained  of  lack  of 
assistance  from  the  Administrator  In  resolving  technical  difficulties. 
MSGI    on  the  other  hand,  claimed  that  the  data  transmission  requirements 
were  very  straightforward  and  that  technical  assistance  was  provided.  The 
one  thing  that  is  clear  is  that  the  plans  and  MSGI  did  not  work  together 
effectively  to  accomplish  this  objective. 

In  March  1983,  the  state  submitted  to  HCFA  an  alternative  approach  to 
their  original  approach  for  the  collection  of  100%  encounter  data.  The 
state  argued  that  a  sample  of  encounter  data  would  be  less  costly  to 
administer  and  more  reliable  than  100%  collection  of  encounter  data.  This 
approach  was  rejected  by  HCFA  because  it  was  felt  that  this  would  not  be 
less  costly  and  would  be  difficult  to  administer. 

Apart  from  the  quantity  of  data  submitted,  the  quality  of  encounter 
data  is  also  a  serious  concern.    As  of  April  1984,  no  mechanism  was  in  place 
to  determine  the  extent  to  which  the  data  submitted  Included  all  encounters 
for  a  given  period.   As  in  the  case  of  fee-for-service  claims,  the 
processing  of  encounter  data  has  also  been  characterized  by  high  reject 
rates.    (Approximately  half  of  the  encounters  submitted  through  June  1983 
were  rejected.)   Most  of  the  reasons  stated  above  for  fee-for-service 
rejects  are  applicable  in  the  case  of  encounter  data.    No  accurate  record 
has  been  maintained  of  the  encounters  that  were  rejected,  and  there  has  been 
no  follow-up  activity  to  ensure  their  resubmittal.    Because  no  payment  is 
contingent  on  the  resubmittal.  as  would  be  the  case  for  a  fee-for-service 
claim,  there  is  little  motivation  for  plans  to  correct  and  resubmit  the  data. 

There  is  no  mechanism,  such  as  a  quality  control  sample,  to  verify  the 
accuracy  and  completeness  of  the  data  that  are  submitted  and  accepted.  And 
because  of  the  high  reject  rates,  many  of  the  data  edits  have  been  turned 


HI -24 


■I 


off  for  encounter  data,  leading  to  further  questions  regarding  the  quality 
of  the  data. 

On  the  positive  side,  it  can  be  said  that  most  plans  have  information 
systems  capable  of  providing  accurate  encounter  data.    Plans  also  recognize 
the  importance  of  encounter  data  to  the  oversight  and  administration  of  the 
program  (although  they  do  not  necessarily  see  the  direct  benefit  to 
themselves).    The  challenge  is  now  to  provide  the  appropriate  combination  of 
assistance,  incentives,  and  quality  control  to  ensure  that  a  complete  and 
accurate  set  of  data  1s  obtained. 

The  state  is  currently  reviewing  the  issue  of  the  appropriate 
collection  and  use  of  encounter  data.    Since  the  takeover  of  MSGI  functions 
by  the  state  and  the  appointment  of  Don  Schaller  as  director  of  AHCCCS, 
attempts  to  secure  encounter  data  from  the  plans  have  been  Intensified.  To 
quote  from  a  May  17,  1984,  letter  from  Dr.  Schaller  to  Patrice  Feinstein, 
Associate  Administrator  for  Policy  of  the  Health  Care  Financing 
Administration: 

I  appointed  a  special  task  force  to  develop  and  implement  an 
Action  Plan  for  collection  and  utilization  of  encounter  data. 
Copies  of  the  plan  were  mailed  to  all  AHCCCS  contract  providers 
on  May  10,  1984.    In  my  cover  letter,  I  indicated  that  the  time 
for  substantial  and  clear  action  was  now,  and  that  excuses  and 
delays  would  no  longer  be  tolerated. 

SRI  will  follow  this  activity  and  report  on  its  progress  in  subsequent 
reports. 
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VIII    NEW  ADMINISTRATION 


On  frarch  15,  1984,  the  State  of  Arizona  assumed  responsibility  for 
administering  the  AHCCCS  program.    Chapter  V  has  discussed  the  reasons  for 
the  state's  decision.    This  chapter  describes  the  transition  to  the  new 
administrative  system.    It  also  includes  a  discussion  of  legislative  issues 
related  to  the  transition. 

The  Transition 

The  state  decided  it  would  assume  responsibility  for  administration  of 
the  AHCCCS  program  rather  than  contract  out  again.    Legislation  requested  by 
the  Governor,  and  passed  in  February  1984,  gave  the  state  authority  to 
assume  responsibilities  previously  mandated  to  the  private  Administrator. 
The  state  made  the  decision  that  a  replacement  Administrator  with  the 
comprehensive  functions  that  MSGI  had  had  could  not  be  hired  for  the 
remaining  18  months  of  the  demonstration  program  and  assumed  the 
responsibility  Itself.    It  left  open  the  option  of  contracting  out 
individual  functions  or  the  entire  administration  in  the  future. 

On  February  24,  1984,  the  Governor  appointed  a  Transition  Team  of  107 
state  employees  headed  by  the  director  of  the  Department  of  Administration. 
The  team  was  composed  of  51  employees  from  the  Department  of  Administration, 
46  employees  from  the  Department  of  Economic  Security,  as  well  as  employees 
from  the  Department  of  Health  Services  and  the  AHCCCS  Division.  The  charge 
to  this  group  was  as  follows:  (1)  transfer  the  data  processing  system  from 
MSGI  to  the  state,  (2)  transfer  the  general  functions  of  MSGI  to  the  state, 
and  (3)  work  with  legislators,  providers,  and  counties  to  assure  them  that 
the  state  could  assume  the  Administrator  responsibilities  without  harmful 
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disruptions  to  the  program.    The  Transition  Team  was  to  function  for  a 
limited  period,  after  which  team  members  would  return  to  their  normal 
duties.    The  Transition  Team  held  a  daily  briefing  session  open  to  the 
public  and  the  media. 

Systems  Transfer 

The  systems  transfer  consisted  of  several  tasks:  procurement  of 
hardware  that  would  be  compatible  with  that  of  MSGI's  St.  Louis  facility, 
loading  of  the  MSG I  computer  programs  Into  the  new  hardware,  transfer  of  job 
control  protocols,  and  transfer  of  data  files. 

The  transition  was  facilitated  by  the  fact  that  all  of  the  application 
programs  were  maintained  by  MSGI's  Phoenix  staff  and  the  St.  Louis  programs 
were  run  from  Phoenix  using  remote  job  entry.    The  system  transfer  could 
therefore  be  viewed  as  primarily  a  change  from  one  hardware  facility  to 

processing  from  New  York  to  St.  Louis. 

The  hardware  transition  occurred  in  two  phases.    First,  processing  was 
temporarily  transferred  to  an  IBM-compatible  computer  at  the  state 
Department  of  Economic  Security.    Current  data  files  were  obtained  from  St. 
Louis  on  March  8,  1984,  and  a  successful  test  of  the  system  was  run  on  the 

major  problems  and  no  delays  in  production  schedules. 

The  second  phase  of  the  transition  involved  installation  of  new  IBM 
equipment  at  the  state  Department  of  Administration.    Again,  the  hardware 
transfer  was  accomplished  smoothly  and  the  system  was  operational  on  the  new 
equipment  on  April  1,  1984.    During  the  transition,  the  State  of  Arizona 
contracted  with  IBM  to  provide  1,000  hours  of  technical  assistance. 


VIII  ^2 


Personnel  Transfer 


The  Transition  Team  reviewed  the  existing  MSGI  and  AHCCCS  Division 
organizations  and  developed  a  plan  for  merging  the  two  organizations  within 
major  functional  areas.    Offers  of  employment  were  made  to  155  of  169  MSGI 
employees,  and  most  (144  of  the  155)  chose  to  become  state  employees,  at 
least  temporarily.    (Some  of  these  employees  have  since  left  their 
positions.)    The  offers  and  acceptances  occurred  within  two  weeks.  Two 
areas  in  which  there  were  difficulties  1n  retaining  personnel  were  in 
computer  systems  and  grievances.    Only  3  of  the  13  members  of  the  computer 
systems  and  programming  staff  transferred  to  the  state.    Also,  the  grievance 
coordinator  at  MSGI  chose  not  to  make  the  transfer  to  the  state.  Since 
there  were  approximately  50  grievances  pending,  this  decision  created 
problems.    State  staff  were  assigned  to  handle  the  grievance  backlog. 

In  April  1984,  a  new  director  of  AHCCCS  was  named:    Dr.  Donald 
Schaller.    He  had  been  medical  director  of  MSGI  and,  prior  to  that, 
cofounder  and  medical  director  of  the  Arizona  Health  Plan,  one  of  the  first 
HMOs  in  Arizona.    The  former  director  became  deputy  director.  Director 
Schaller  decided  to  revise  the  Transition  Team's  organizational  design  for 
AHCCCS.    Legislation  was  also  introduced  to  make  AHCCCS  a  separate 
Department  rather  than  a  Division  within  the  Department  of  Health  Services. 

The  new  director  of  AHCCCS  created  a  new  organizational  structure, 
which  went  into  effect  in  September  1984.    This  included: 

.  Medical  Director's  Office 

.  Provider  and  Member  Services  Office 

.  Intergovernmental  Relations,  Policy,  and  Planning  Office 

.  Audit  and  Compliance  Office 

.  MIS  Office 
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.    Finance  Office 
.    Business  Office. 

This  new  organization  is  described  in  Figure  VIII-1. 

Each  office  is  headed  by  an  assistant  director,  who  also  serves  on  the 
Management  Advisory  Council  that  advises  the  director.    In  addition,  a 
deputy  director  with  responsibility  for  internal  management  of  AHCCCS  was 
appointed  in  August  1984.    Total  proposed  staff  for  the  new  AHCCCS 
organization  is  250. 

Legislative  Issues 

The  Transition  Team  worked  with  the  legislature  to  obtain  authorization 
for  the  state  to  take  over  the  Administrator  functions  (HB2547).  Additional 
legislation  was  proposed  that  would  reduce  AHCCCS'  vulnerability  to 
fee-for-service  claims  (HB2551 ).    A  budget  shortfall  of  $41  million  1n 
FY  1984  was  created  primarily  by  a  rapid  Increase  1n  fee-for-service 
claims.    HB2551  was  designed  to  reduce  fee-for-service  claims  by  requiring 
automatic  assignment  to  plans  and  reducing  the  time  allowed  for  retroactive 
eligibility  from  3  days  to  1  day.    (This  change  is  described  in  more  detail 
in  Chapter  XIV.)    In  addition,  AHCCCS  payments  to  hospitals  for 
fee-for-service  claims  would  be  negotiated  to  achieve  discount  prices.  The 
effect  of  these  changes  would  be  to  reduce  AHCCCS  fee-for-service  costs. 

Overall,  the  systems  transfer  proceeded  exceedingly  well.    The  initial 
personnel  transfer  from  MS6I  to  the  state  was  accomplished,  and  efforts  are 
continuing  to  develop  an  integrated  organization.    Legislative  issues  were 
still  being  addressed  as  of  May  1,  1984. 
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IX    FINANCIAL  STATUS  OF  AHCCCS 


This  chapter  describes  the  financial  aspects  of  AHCCCS.    It  is  divided 
into  fou^  main  sections:    AHCCCS  income,  AHCCCS  expenditures,  AHCCCS  budget 
estimates,  and  AHCCCS  federal  reporting  requirements.    AHCCCS  receives  its 
funding  from  federal,  state,  and  county  governments;  each  source  of  funding 
is  described.    AHCCCS  expenditures  cover  payments  to  health  care  providers 
(both  capitation  and  fee-for-service  payments)  and  payments  for 
administrative  expenses;  these  sources  of  expenditures  are  also  described. 
The  budgot  estimates  of  AHCCCS  are  presented,  followed  by  a  description  of 
the  federal  Medicaid  reports  that  AHCCCS  must  fill  out.    Data  were  not 
available  to  estimate  AHCCCS  program  costs  or  savings. 

Sources  cf  AHCCCS  Income 

The  four  sources  of  AHCCCS  revenues  are  federal,  county,  and  state 
appropriations  and  Interest  income  on  county  funds.    The  federal 
appropriation  is  based  on  the  number  of  AFDC  and  SSI  enrollees  in  AHCCCS. 
County  appropriations  are  fixed  by  formula  each  year;  the  formula  is  based 
on  each  county's  expenditures  for  indigent  health  care  before  AHCCCS. 
Interest  income  on  county  funds  is  available  for  use  by  AHCCCS.    The  State 
of  Arizona  provides  the  balance  of  funding,  which  includes  an  allowance  for 
Medicare  ^art  B  premiums  based  on  the  number  of  state  Medicare  eligibles. 
During  the  first  9  months  of  operation,  county  contributions  were  48%, 
federal  funds  32%,  and  state  appropriations  20%  of  the  total  of  $108.5 
million  in  revenues.    Because  AHCCCS  revenues  were  $16.8  million  greater 
than  expenditures  in  the  first  9  months  of  the  program,  the  surplus  was 
carried  forward  as  revenue  for  the  second  year  (Table  IX-1). 
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Table  IX-1 


SUMMARY  OF  AHCCCS  REVENUES 
(In  Millions  of  Dollars  and  Percent) 


Actual 

Total 

Percent 

Revenues 

10/82-6/83 

7/83-6/84 

10/82-6/84 

of  Total 

Federal  reimbursements 

$  34.94 

$  53.68 

$  88.62 

28.8% 

County  contributions 

50.50 

63.10 

113.60 

37.0 

Interest  income 

0.95 

0.48 

1.43 

0.5 

State  funds 

State  appropriations 

20.09 

78.62 

98.71 

32.2 

Medicare  premiums 

2.05 

2.60 

4.65 

1.5 

Carry  forward  (state 

FY  1982-83) 

W/A 

16.80 

N/A 

N/A 

Total 

$108.53 

$215.28 

$307.01 

100.0% 

*Projections  as  of  April  1984. 
Source:    State  AHCCCS  Division. 
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Federal  Matching  Funds 


AHCCCS  receives  matching  funds  from  HCFA  for  Its  AFDC  and  SSI 
enrol  lees.    HCFA's  capitated  payment  is  based  on  a  fixed  payment  of  95%  of 
the  estimated  costs  of  a  traditional  fee-for-service  Medicaid  program  in 
Arizona.    A  separate  capitation  rate  1s  determined  for  AFDC  eligibles  and 
for  each  of  the  three  classes  of  SSI  eligibles:    aged,  disabled,  and  blind. 
HCFA's  s-iare  of  these  rates  (59.87%  of  95%  of  the  rates  in  the  first  program 
year,  61 .21%  of  95%  of  the  rates  1n  the  second  program  year)  is  multiplied 
by  the  number  of  AHCCCS  enrollees  1n  each  eligibility  category  to  calculate 
the  aggregate  HCFA  payment.    The  HCFA  payment  is  calculated  in  the  same 
manner  as  the  federal  share  of  Medicaid  expenditures,  which  is  based  on  the 
relative  state  per  capita  Income  J    The  formula  for  1t  1s: 

1  -  [(state  per  capita  Income)  /(national  per  capita  income)    x  .45]. 

By  statute,  the  minimum  federal  share  1s  50%  and  the  maximum  is  83%.  The 
process  of  developing  capitation  rates  for  the  first  and  second  years  is 
described  below. 

First-Year  Capitation  Rates 

MSGI  engaged  Milliman  &  Robertson,  Inc.  (M&R),  consulting  actuaries,  to 
estimate  first-year  capitation  rates.     M&R  based  its  projection  of  the 
cost  of  a  Medicaid  program  in  Arizona  on  the  average  of  the  costs  of 
Medicaid  programs  in  neighboring  states,  adjusted  for  AHCCCS-specific 
benefits  and  the  differences  1n  health  care  costs  between  Arizona  and  the 
other  states.    Medicaid  costs  by  eligibility  categories  for  the  relevant 
services  in  California,  New  Mexico,  and  Nevada  were  taken  from  the  Federal 
Fiscal  Year  (FFY)  1981  HCFA  2082  forms,3  which  are  submitted  by  these 
states  to  HCFA.    Data  for  Texas  were  derived  from  previous  M&R  studies.  The 
adjusted  California,  New  Mexico,  and  Texas  costs  were  quite  similar.  Nevada 
costs,  however,  were  much  higher  and  Nevada  recipient  counts  much  lower.  As 
a  result,  Nevada  costs  were  judged  not  to  be  relevant  and  were  ignored.  The 
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adjusted  monthly  costs  of  California,  New  Mexico,  and  Texas  were  averaged 
and  projected  to  FFY  1983  using  inflation  rates  for  commercial  insurance 
during  that  period.    Rates  used  were  18%  per  year  for  inpatient  services  and 
13%  per  year  for  all  other  services. 

A  review  of  the  proposed  rates  was  conducted  by  HCFA.  Actuarial 
Research  Corporation  (ARC)  was  retained  by  HCFA  to  review  the  data  sources 
and  methodology  of  MAR  to  determine  whether  the  rates  developed  were  valid 
and  appropriate.    This  review  produced  a  number  of  recommendations  for 
Improving  the  estimates  and  raised  several  issues  for  settlement  between 
HCFA  and  the  State  of  Arizona.    Most  of  these  recommendations  (e.g., 
adjustments  for  HMO  premiums,  third-party  collections,  cost  settlements,  and 
payment  lags)  were  accepted,  although  some  were  not  carried  out  because  of 
time  and  data  constraints.    Those  not  carried  out  included  use  of  local 
data,  use  of  several  years  of  data  from  the  three  reference  states,  and  use 
of  Medicare  geographic  cost  factors  by  county  adjusted  for  Medical d-el1g1ble 
populations. 

Other  rate  adjustments  discussed  were:   rate  adjustment  for  beneficiary 
copayments;  rate  adjustment  for  AHCCCS  use  of  100%  of  prevailing  charge  for 
payments,  a  reimbursement  level  higher  than  other  state  programs  to 
fee-for-service  providers;  and  adjustments  in  rates  for  cost-saving  changes 
in  state  Medicaid  programs  made  from  1981  to  1983.    HCFA  adjusted  the  rate 
for  copayments  and  for  higher  Arizona  reimbursement  levels  but  not  for 
cost-saving  changes  in  state  Medicaid  programs  over  the  period  1981-83. 

The  federal  share  of  capitation  rates  (59.87%  of  95%  of  fee-for-service 
costs)  for  FFY  1983  ranged  from  a  low  of  $37  per  month  for  AFDC  enroll ees  to 
a  high  of  $106  per  month  for  SSI  disabled  enroll ees  (see  Table  IX-2). 

Second- Year  Capitation  Rates 

Mi  Hi  man  &  Robertson  again  calculated  estimates  of  fee-for-service 
Medicaid  costs  for  Arizona  for  the  second  year  of  the  AHCCCS  program.4 
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Table  IX-2 


HCFA  CAPITATION  BY  CATEGORY  OF  ELIGIBILITY 
Federal  Fiscal  Years  (FFY)  1983  and  1984 


-  Estimated             95%  of 

and  Category  Fee-for-Service   Fee-for-Serv1ce  HCFA 

of  Eligibility  Costs  Costs  Capitation* 

FFY  1983 

AFDC  $  64.76 
SSI 

Aged  65.17 

Blind  147.25 

Disabled  185.52 


$  61.52  $  36.83 

61.92  37.07 

139.89  83.75 

176.25  105.51 


FFY  1984+ 


AFDC  $  75.82 
SSI 

Aged  66.45 

Blind  159.13 

Disabled  186.21 


$  72.08  $  44.12 

63.24  38.71 

149.27  91.37 

176.90  108.28 


* 


Column  3  is  59.87%  of  Column  2  in  FFY  1983  and  61. 2U  of  Column  2 
in  FFY  1984. 

Under  consideration  by  HCFA. 
Source:    HCFA  regional  office. 
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The  same  approach  of  adjusting  costs  of  reference- state  Medicaid  programs  to 
Arizona  costs  and  benefits  was  taken.    The  FFY  1982  costs  for  the  four 
states  (California,  Texas,  New  Mexico,  and  Nevada)  were  projected  to  FFY 
1984,  again  using  inflation  rates  of  18%  for  Inpatient  services  and  13%  for 
all  other  services.    The  main  differences  between  the  first-year  and 
second-year  calculations  were  the  addition  of  Nevada  Medicaid  costs,  the  use 
of  Texas  HCFA-2082  reports  instead  of  MR  data,  and  the  use  of  HCFA-1 20 

c 

reports   to  obtain  number  of  eligibles. 

The  proposed  rates  were  sent  to  HCFA  for  review,  and  HCFA  again 
retained  ARC  to  conduct  a  technical  review.    ARC  reviewed  the  MAP 
second-year  rates  in  October  1983.    A  major  concern  was  the  use  of  four 
states'  Medicaid  costs  to  determine  Arizona  costs  because  of  significant 
variation  among  the  comparison  states  for  FFY  1982  and  for  three  of  the 
states  between  FFY  1981  and  FFY  1982.    Because  of  these  differences,  ARC 
suggested  using  more  states  and  selecting  new  states  using  criteria  other 
than  geographic  proximity.    The  suggested  criteria  for  comparison-state 
selection  included  similar  eligible  populations  and  similar  physician 
reimbursement  rates.    ARC  recommended  using  local  data,  researching  further 
into  geographic  state  Medicare  cost  factors,  and  excluding  eligibles  not 
receiving  cash  payments  from  the  comparison  states.     ARC  also  questioned 
M&R's  chosen  annual  inflation  rates  of  18%  for  Inpatient  services  and  13% 
for  all  other  services.    M8R,  In  an  addendum  dated  April  1984,  recalculated 
the  comparison  states  excluding  eligibles  not  receiving  cash,  which  did 
change  the  rates  for  the  aged  significantly.   Further  research  Into  data 
sources  and  methodologies  was  postponed  until  the  next  year.   ARC  reviewed 
the  M&R  addendum  in  May  1984  and  noted  that  most  of  the  earlier  criticisms 
of  the  second-year  rate  methodology  continued  to  apply.    The  federal 
reimbursement  for  FFY  1984  continues  to  be  based  on  the  first-year  rates 
because,  as  of  May  1984,  HCFA  had  not  accepted  the  proposed  second-year 
rates  (shown  in  Table  IX-2). 
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County  Contributions 


County  contributions  to  AHCCCS  are  based  on  a  percentage  of  state 
fiscal  year  1980-81  (July  1980  through  June  1981)  budgeted  or  actual 
expenditures  for  county  indigent  health  care.    The  contribution  base  was  the 
lower  of  the  county's  budget  amount  or  actual  expenditures  for  the  state 
fiscal  year.    For  state  fiscal  year  1982-83  (July  1982  through  June  1983), 
county  payments  were  40%  of  the  contribution  base. 

For  it ate  fiscal  year  1983-84,  the  percentage  increased  to  50%  of  the 
same  contribution  base.    For  the  third  program  year,  the  legislature  will 
determine  county  contributions,  but  the  legislation  requires  that  amounts 
cannot  exceed  50%  of  the  fiscal  year  1980-81  contribution  base.    Table  IX-3 
summarizes  the  state  fiscal  year  1980-81  contribution  base  and  current 
monthly  contributions  In  AHCCCS'  second  year  for  each  county.    For  state 
fiscal  yesr  1985-86  and  thereafter,  the  county  contributions  will  be  the 
payments  for  the  previous  year  adjusted  for  changes  in  number  of  ellgibles 
and  the  QHP  Implicit  Price  Deflator.    Total  county  contributions  for  state 
FY  1982-83  were  over  $50.5  million  and  will  reach  $63.1  million  for  state 
FY  1983-84. 

The  counties  pay  their  contributions  directly  to  the  State  Treasury 
each  month.    If  the  payments  are  not  received,  the  State  Treasury  is 
authorized  to  deduct  the  AHCCCS  contribution  from  the  county's  share  of  the 
state  sales  tax  revenue.    AHCCCS  also  collects  interest  on  the  revenues  from 
county  contributions,  although  not  on  revenue  from  state  or  federal 
sources.    From  October  1982  through  June  1983,  county  funds  accrued  a  total 
of  $950,000  in  interest. 

Every  month  since  the  beginning  of  the  program,  Maricopa  County,  the 
largest  county  (with  52%  of  the  total  county  contributions),  has  failed  to 
pay  its  monthly  contribution.    As  a  result,  the  State  Treasury  has  had  to 
deduct  this  amount  from  Maricopa's  sales  tax  receipts.    Other  counties  have 
also  failed  to  make  voluntary  payments,  but  they  have  not  done  so  on  a 
regular  basis.    These  delays  in  payment  mean  that  the  State  Treasurer  cannot 
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Table  IX-3 


COUNTY  CONTRIBUTION  BASE*  AND  ACTUAL  MONTHLY  CONTRIBUTION 

IN  AHCCCS'  SECOND  YEAR 


Contribution  Monthly 

County  Base  Contribution 

Apache  $      m,>m  %  21,873 

Cochise  4,322,394  t 

Coconino  1,449,900  60,413 

611a  2,758,550  114,940 

Graham  1,046,075  43,587 

Greenlee  372,211  15,509 

La  Paz  414,000  17,250 

65,866,159  2,744,423 

Mohave  2,415,913  <  k>.  ^ 

Navajo  W^M&  25,247 

P1ma  34,756,220  1.448,176 

Pinal  5,299,519  220,813 

Santa  Cruz  942,576  39,274 

Yavapai  2,786,525  116,105 

fuma  2,586,000  107,750 

Total  $126,146,915  $5,256,123 


Arizona  FY  1980-81  Budget  or  actual  expenditure 
amount. 

Source:    State  AHCCCS  Division. 
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collect  interest  on  these  county  contributions  between  the  due  date  and  the 
time  when  the  deduction  is  made  from  state  sales  tax  revenues.    The  State 
Treasurer  has  the  authority  to  require  that  up  to  3  months'  payment  be  made 
in  advance,  but  this  action  has  not  been  taken.    Interest  penalties  have 
also  beei  considered  for  delinquent  counties,  but  have  not  been  implemented. 

County  Bail -Out 

In  response  to  the  pre-AHCCCS  financial  dilemma  of  the  counties,  the 
Arizona  state  legislature  appropriated  $15  million  from  federal  revenue 
sharing  funds  to  the  counties  for  state  FY  1981-82  (July  1981  through  June 
1982).    Ten  counties  had  health  expenditures  greater  than  budgeted  amounts. 
Since  the  total  deficit  for  health  care  expenditures  for  these  10  counties 
was  slightly  greater  than  $15  million,  each  county's  bail-out  amount  was 
99.85%  of  its  deficit  amount. 


County  Phase-In 

The  state  paid  advances  to  the  counties  In  state  FY  1982-83  for 
services  provided  to  MI/MN  ellglbles  not  enrolled  in  the  program  by  the 
counties  after  October  1,  1982.    These  advances  were  paid  because  the  state 
recognized  that  until  adequate  eligibility  and  enrollment  systems  were  in 
place,  the  counties  would  have  to  pay  for  services  themselves.    Six  counties 
received  a  total  of  over  $3.3  million:    Maricopa  ($2.3  million),  Pima 
($411,000),  Cochise  ($282,000),  G1la  ($130,000),  Pinal  ($91,000)  and  Mohave 
($24,000).    MSGI  offset  county  fee-for-service  payments  against  these 
advances.    At  the  end  of  state  FY  1982-83  the  counties  still  had  neither 
used  nor  paid  back  $2.2  million  1n  phase-in  funds;  at  the  end  of  February 
1984,  Gila  and  Cochise  counties  together  still  owed  the  state  $269,780  in 
unused  phase- in  funds. 
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State  Revenues 


The  State  of  Arizona  appropriated  $20.1  million  for  AHCCCS  during 
Arizona  FY  1982-83  (July  1982  through  June  1983),  of  which  $86,000  came  from 
federal  revenue  sharing  funds.    $2.05  million  was  appropriated  for  Medicare 
premiums;  Arizona  pays  Medicare  Part  B  (Supplementary  Medical  Insurance) 
premiums  for  SSI  recipients  who  are  also  eligible  for  Medicare.    State  funds 
are  the  final  source  of  revenues  for  the  AHCCCS  program.    The  State  of 
Arizona  is  at  risk,  and  state  revenues  must  make  up  any  program  shortfall. 
Estimates  in  April  1984  projected  a  shortfall  for  state  FY  1983-84  of  $40 
million  more  than  the  originally  budgeted  amount  of  $39  million. 

In  state  FY  1982-83,  the  first  year  of  AHCCCS,  revenues  exceeded 
expenditures  by  $16.8  million  and  the  surplus  was  carried  forward  to  state 
FY  1983-84.    In  February  1984,  AHCCCS  asked  for  supplementary  funding. 
Fee-for-serv1ce  claims  paid  between  October  1983  and  February  1984  were  so 
much  above  estimates  that  capitation  payments  for  March  could  not  be  paid. 
Legislation  was  passed  allowing  AHCCCS  to  borrow  Department  of  Health 
Services  funds  temporarily.    In  March  1984,  the  legislature  appropriated  an 
additional  $10  million,  plus  funds  to  pay  back  the  Department  of  Health 
Services.    At  the  end  of  April  1984,  the  remainder  of  the  estimated 
shortfall  of  $40  million  was  appropriated. 

AHCCCS  Program  Expenditures 

The  two  major  types  of  AHCCCS  expenditures  are  payments  to  health  care 
providers  and  payments  for  administrative  expenses.    Payments  to  providers 
include  capitation,  fee- for- service  payments,  reinsurance  payments,  and  a 
variety  of  other  payments.    Capitation  payments  are  paid  to  AHCCCS  providers 
monthly  for  each  enrollee.    Fee-for-service  claims  payments  are  made  for 
health  services  for  AHCCCS  ellgibles  before  their  enrollment  in  an  AHCCCS 
plan  and  for  special  population  groups.    Plans  receive  reinsurance  payments 
of  90%  (100%  in  the  first  year)  for  enrol  lees  whose  total  inpatient  and 
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emergency  claims  exceed  $20,000.    AHCCCS  administrative  expenditures  include 
those  to  MSGI,  the  former  private  Administrator,  and  expenditures  for  the 
the  stata  AHCCCS  Division.    Table  IX-4  shows  actual  cash  expenditures  for 
state  FY  1982-83  and  projected  expenditures  for  state  FY  1983-84.  The 
actual  cash  expenditures  for  the  first  9  months  do  not  Include  reinsurance 
reserves,  provider  withholds  from  capitation  payments,  some  retroactive 
capitation  payments,  and  unreported  or  unpaid  fee-for-service  claims. 
Projections  for  state  FY  1983-84  were  made  In  April  1984.  Total 
expenditures  for  both  years  include  all  AHCCCS  program  expenditures  except 
$410,000  in  start-up  costs  spent  by  AHCCCS  from  January  to  July  1982. 

Capitation  Payments 

Both  prospective  and  retrospective  capitation  payments  are  made  under 
AHCCCS.    Prospective  capitation  payments  are  made  to  AHCCCS  plans  for  those 
enrolled  at  the  beginning  of  the  month.    The  first  month's  prospective 
capitation  payments  are  withheld  from  a  provider  if  performance  bonds  have 
not  been  posted.    Retrospective  capitation  payments  are  made  to  AHCCCS  plans 
for  adjustments  in  prior  months.    This  could  be  for  enroll ees  who  were 
enrolled  in  the  middle  of  the  month.    According  to  the  AHCCCS  Division  of 
Financial  Management,  from  October  1982  through  June  1983,  payments  for  AFDC 
eligibles  represented  36%,  those  for  SSI  eligibles,  30%,  and  those  for  MI/MN 
eligibles  34%  of  the  total  of  $73.3  million  in  capitation  payments  (see 
Table  IX- 5).    During  the  first  12  months  of  operation,  payments  for  AFDC 
eligibles  decreased  to  34%,  payments  for  SSI  eligibles  decreased  to  29%,  and 
payments  for  MI/MN  eligibles  Increased  to  38%  of  the  total  of  $108.4  million 
in  capitation  payments.    By  August  and  September  of  1983,  payments  for  MI/MN 
eligibles  accounted  for  46%  of  the  total  capitation  payments.    A  delay  in 
enrollment  of  MI/MN  eligibles  by  counties  resulted  in  low  capitation 
payments  for  this  group  for  the  first  few  months  of  the  program. 
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Table  IX-4 


SUMMARY  OF  AHCCCS  EXPENDITURES 
(In  Millions  of  Dollars  and  Percent) 


* 

Actual 

Projected* 

Total 

Percent 

Expenditures 

7/82-6/83 

7/83-6/84 

7/82-6/84 

of  Total 

Capitation  payments 

$69.68** 

$145.33 

$215.01 

70.0% 

Fee- for- service 

9.06 

49.90 

58.96 

19.2 

Reinsurance  payments 

0 

4.00 

4.00 

1.3 

Phase-in  funds  to  counties 

2.22 

0 

2.22 

0.7 

Crippled  children 

0.81 

2.79 

3.60 

1.2 

Medicare  premiums 

2.37 

2.70 

5.07 

1.7 

Administration 

7.59 

10.55 

18.14++ 

5.9 

AHCCCS  Division 

1.64 

N/A 

N/A 

N/A 

MSGI 

5.95 

N/A 

N/A 

N/A 

Total 

$91.73 

$215.28 

$307.01 

100.0% 

These  figures  do  not  include  reserves  for  reinsurance  or  for  incurred  but 
unreported  or  reported  but  unpaid  fee-for-service  claims. 

"^Projections  as  of  April  1984. 
** 

Does  not  include  provider  withholds. 


Does  not  include  $410,000  in  AHCCCS  Division  expenditures  from  January  to 
July  1982. 

Source:    State  AHCCCS  Division. 
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Table  IX-5 

CAPI1ATI0N  PAYMENTS  TO  PLANS  BY  DATE  OF  PAYMENT  AND  ELIGIBILITY  CATEGORY 


Month/Year 

AFDC 

SSI 

MI/MN 

Total 

ucuooer  i?o& 
November  1982 
December  1982 

January  l?oo 

February  1983 

April  1933 
May  1983 

July  1983 
August  1983 
September  1983 

t       "374  <?KQ 

2,674,968 
2,503,766 

C , jUJ , / OO 

3,473,115 

3,758,875 
3,622,637 
3  240  337 

3,420,072 
3,341,910 
3,406,051 

2,731  ,043 
2,572,928 

?  707  fH? 

2,750,131 

C , OHU ,  1  OH 

2,814,615 
2,811,448 
2  707  884 

C  ,  /  V/  /  ,  out 

2,882,967 
2,855,865 
2,848,036 

$  0 
628,958 
603,958 

C ,00/ , OUc 

2,748,415 

3  ^44  "?45 
O , OHH , OHO 

4,145,287 
5,203,131 
5  414  6*34 

5,597,094" 

5,569,071 

5,171,655 

t          7A1  KH7 
4>          /Hi  ,OU/ 

6,034,969 
5,680,652 

O  ,cjO ,11/ 

8,971,661 

10,718,777 
11,637,216 

I  1  , JVC jOJJ 

11,900,133 
11,766,846 
11,425,742 

October  1982 
through  June  1983 

$26,199,940 

$22,302,182 

$24,776,030 

$  73,278,152 

Percent 

35.8% 

30.4% 

33.8% 

100.0% 

October  1982  through 
September  1983 

36,367,973 

30,889,050 

41,113,850 

108,370,873 

Percent. 

33.6% 

28.5% 

37.9% 

100.0% 

Source:    State  AHCCCS  Division. 
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Fee-for-Service  Claims 


Claims  for  Individuals  who  are  eligible  but  not  enrolled  in  an  AHCCCS 
plan  are  paid  on  a  capped  fee-for-service  basis.    Initially,  hospitals  were 
paid  95%  of  billed  charges.    In  legislation  passed  May  9,  1984,  this  was 
frozen  at  85%-90%  of  April  1  levels,  with  the  Governor  having  authority  to 
negotiate  lower  rates  with  hospitals  directly.    Physician  visits, 
prescriptions,  and  other  covered  outpatient  services  are  paid  for  according 
to  a  fee  schedule  based  on  the  fourth  edition  of  the  Physicians'  Current 
Procedural  Terminology  handbook.     AHCCCS  paid  $9.8  million  for 
fee-for-service  claims  1n  the  period  October  1982  through  June  1983.  During 
this  same  period,  an  additional  $14.6  million  of  fee-for-service  claims  were 
incurred  but  not  paid  (see  Table  IX-6). 

Reinsurance  Payments 

Provider  plans  are  financially  responsible  for  their  enroll ees' 
inpatient  and  emergency  services  up  to  $20,000  a  year.    These  services  are 
calculated  on  a  capped  fee-for-service  basis.    For  Inpatient  and  emergency 
services  in  excess  of  $20,000,  AHCCCS  pays  90%  in  the  second  year  (100%  1n 
the  first  year).    No  reinsurance  payments  were  made  by  AHCCCS  during  the 
first  9  months  of  program  operation,  although  approximately  $2  million  in 
reinsurance  claims  were  incurred  by  plans  during  this  period.    The  first 
reinsurance  amounts  were  paid  1n  July  1983,  when  $388,051  was  paid  to 
8  plans  for  20  patients.    As  of  March  1984,  $2.2  million  had  been  paid  for 
the  high-cost  users  during  the  first  year  of  program  operation. 

Other  Payments 

The  other  types  of  payments  listed  in  Table  IX-4  are  for  Medicare 
premiums  and  for  services  by  the  Crippled  Children's  Services  division  of 
DHS.    The  State  of  Arizona  pays  for  Medicare  Part  B  premiums  for  SSI 
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Table  IX-6 


CASH  AND  INCURRED  FEE-FOR-SERYICE  EXPENDITURES 
October  1982  through  June  1983 

Cash  Incurred 


Month/Year      Expenditures  Expenditures 


October  1982 

$  o 

$  3,680,706 

November  1982 

0 

2,113,877 

December  1982 

1,445 

2,312,623 

January  1983 

243,440 

3,070,798 

February  1983 

552,174 

2,352,984 

March  1983 

1,613,405 

3,165,197 

April  1983 

2,648,508 

2,530,237 

May  1983 

2,905,638 

2,866,500 

June  1983 

1,942,933 

2,276,961 

Total 

$9,877,543 

$24,369,883 

Source:    State  AHCCCS  Division. 
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recipients  who  are  also  eligible  for  Medicare.  AHCCCS  also  pays  the  share 
of  charges  from  Crippled  Children's  Services  incurred  by  AHCCCS  eligibles. 

Administrative  Expenditures 

Administrative  costs  covered  included  those  for  MSG I  and  those  for  the 
state  AHCCCS  Division.    MSGI  fees  included  consulting  fees,  operation  costs 
(project  and  provider  management,  member  relations,  systems,  and  finance) 
facility  costs,  and  administration  of  open  enrollment.    As  shown  in 
Table  IX-4,  MSGI  fees  totaled  $5.9  million  through  June  1983.    In  February 
1984  they  were  projected  to  total  $15.3  million  through  June  1984.  The 
state  AHCCCS  Division  administrative  costs  Included  costs  for  employees, 
outside  consultants,  and  equipment,  and  for  DES's  determination  of  AFDC  and 
SSI  eligibility.    AHCCCS  office  administration  costs  from  July  1982  through 
June  1983  were  $1.6  million.    They  were  projected  to  be  $3.9  minion  by 
June  1984.    These  do  not  include  $410,000  in  expenditures  by  the  state 
AHCCCS  Division  from  January  to  July  1982.    After  March  15,  1984,  MSGI 
administrative  functions  were  assumed  by  the  state  AHCCCS  Division.  In 
April  1984,  total  administrative  costs  for  state  fiscal  year  1983-84  were 
reestimated  to  be  $10.6  million,  or  $1.1  million  less  than  the  projection  of 
MSGI  and  AHCCCS  Division  costs  made  in  February  1984. 

AHCCCS  Budget  Estimates 

The  AHCCCS  budgets  for  state  FY  1982-83  and  state  FY  1983-84  are 
presented  in  Table  IX-7.    Cop rem1 urns  for  the  medically  needy  are  included  in 
the  first-year  budget,  but  revenues  were  never  realized  because  they  were 
retroactively  discontinued.    AHCCCS  Division  of  Financial  Management 
estimated  that  capitation  payments  would  be  almost  twice  as  much  in  the 
second  year  as  in  the  first  year  ($158.53  million  in  the  second  year 
compared  with  $82.8  million  in  the  first  year)  because  AHCCCS  was  operating 
for  only  9  months  during  the  first  year,  and  not  all  those  who  were 
potentially  eligible  were  likely  to  be  certified  as  eligible  and/or  enroll 


Table  IX-7 


COMPARISON  OF  AHCCCS  BUDGET  ESTIMATES 
FOR  STATE  FY  1982-83  AND  FY  1983-84 
(In  Millions  of  Dollars) 


SFY  1982-83    SFY  1983-84 
Revenues  and  Expenditures       7/82-6/83      7/83-6/84  Difference 

Revenues: 


Federal  reimbursements 

$  40.60 

$  53.68 

$13.08 

County  contributions 

50.50 

63.10 

12.60 

Interest  Income 

.30 

.48 

.18 

State  appropriations 

20.00 

38.67 

18.67 

Medicare  premiums 

2.05 

2.60 

.55 

Medically  needy  copremlums* 

1.70 

(1.70) 

Carry-over4" 

0 

16.80 

16.80 

Total  revenues 

$115.15 

$175.32 

$60.18 

Expenditures: 


Capitation  payments 

$  82.80 

$158.53 

$74.98 

Fee-for-service 

17.22 

9.72 

(7.50) 

Reinsurance 

4.50 

4.00 

(0.50) 

Medicare  premiums 

2.34 

2.60 

0.26 

Crippled  children 

2.00 

1.00 

(1.00) 

AHCCCS  Division 

2.79 

3.02 

0.98 

MSGI  Administration 

3.50 

4.10 

0.60 

Total  expenditures 

$115.15 

$182.97 

$67.82 

* 

Retroactively  discontinued  in  1983. 

+Estimate  of  cash  on  hand  carried  over  to  state  FY  1983-84,  does  not 
include  reserves  for  reinsurance,  retroactive  capitation  payments, 
incurred  but  unreported  fee-for-serv1ce  claims,  or  other  year-end 

liabilities. 

Source:    State  AHCCCS  Division. 
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in  plans.    The  second-year  budget  estimate  for  fee-for-service  claims 
($9.7  million)  was  much  lower  than  the  estimate  for  fee-for-service  claims 
in  the  program's  first  9  months  ($17.2  million)  because  it  was  anticipated 
that  most  eligibles  would  be  enrolled  in  plans  in  the  second  year. 

Budgeted  revenues  and  expenditures  are  summarized  in  Table  IX-8  for  the 
two  years.    Overall  budgeted  revenues  exceeded  actual  cash  expenditures 
during  the  first  year  by  more  than  $23.4  million.    Three  factors  were 
responsible  for  reducing  actual  cash  expenditures  below  originally  budgeted 
estimates: 

.    Enrollment  of  county  eligibles  (MI/MN)  proceeded  more  slowly  than 
expected. 

.    The  total  number  of  MI/MN  enroll ees  was  less  than  expected. 

.    Cash  expenditures  for  several  categories  of  program  outlays  lagged 
program  costs  actually  Incurred  during  this  period. 

Lags  in  reinsurance  and  fee-for-serv1ce  claims  payments  cause  a 
difference  between  cash  payments  and  incurred  expenditures.    The  original 
budget  estimate  for  reinsurance  for  the  first  year  of  program  operation  was 
$4.5  million,  but  no  reinsurance  claims  were  paid  by  AHCCCS  during  that 
period  although  some  had  been  Incurred. 

Lags  in  fee-for-service  claims  payments  were  due  to: 

.    Claims  incurred  during  the  period  but  not  reported  or  submitted  to 
MSG  I. 

.    Claims  received  by  MSGI  but  not  yet  processed. 

.    Pending  claims  returned  to  providers  because  of  missing  or 
inaccurate  information. 

Other  types  of  program  outlays  that  could  involve  lags  between  cash 
payments  and  incurred  expenditures  Include  administrative  costs  and 
capitation  payments.    For  example,  the  MSGI  invoice  for  administrative  costs 
for  June  was  not  submitted  until  July,  and  it  was  paid  in  August. 
Therefore,  because  of  the  start  of  the  new  fiscal  year,  cash  expenditures 
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for  MSG I  administration  were  less  than  incurred  costs  by  $672,652.  Most 
capitation  payments  are  paid  prospectively,  based  on  the  number  of  AHCCCS 
eligibles  enrolled  in  each  plan  at  the  beginning  of  each  month.  However, 
some  capitation  payments  are  also  made  for  persons  with  retroactive 
eligibility.    In  the  first  9  months  of  program  operation,  retroactive 
capitation  payments  comprised  over  9%  of  the  total  expenditures  for 
capitation  payments. 

A  shortfall  of  $40  million  was  anticipated  for  FY  1983-84,  resulting 
from  projected  fee-for-service  claims  of  $48.3  million  (Table  IX-4),  almost 
five  times  the  budget  estimate,  and  administrative  expenses  $3.4  million 
higher  than  budgeted. 

AHCCCS  Federal  Reporting  Requirements 

Although  the  AHCCCS  program  is  not  a  traditional  Medicaid  program,  the 
AHCCCS  Division  of  Financial  Management  must  still  submit  four  federally 
required  Medicaid  reporting  forms: 

.    HCFA-25,  a  quarterly  report  that  projects  the  distribution  of  AHCCCS 
expenditures  and  number  of  eligibles  by  category. 

.    HCFA-64,  a  quarterly  statement  of  actual  expenditures  constituting 
the  state's  formal  claim  for  federal  matching  funds. 

.    HCFA-120  and  HCFA-2082,  the  major  monthly  and  annual  Medicaid 
statistical  report  forms.    They  estimate,  using  random  form 
samplings,  the  program  expenditures  according  to  eligibility 

ca^'W't^s 

The  HCFA-25  and  HCFA-64  reports  have  been  submitted  quarterly,  but  the 
HCFA-120  and  HCFA-2082  had  not  been  submitted  as  of  April  1984. 
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Notes  for  Chapter  IX 


1.  Per  capita  income  is  updated  in  August  of  even-numbered  years.    It  is 
the  average  per  capita  income  over  the  3  years  preceding  the  last 
update,  i.e.,  per  capita  income  for  1982  was  based  on  the  average  of 
1977,  1978,  and  1979. 

2.  Milliman  &  Robertson,  Inc.,  Arizona  Health  Care  Cost  Containment  System 
Feeder-Service  Equivalent  Cost  Estimates:    Categorically  Eligible, 
July  1362.   

3.  Thesa  are  statistical  reports  that  HCFA  requires  from  all  state 
Medicaid  proqrams.    Please  see  the  section  "AHCCCS  Federal  Reporting 
Requirements    at  the  end  of  this  chapter. 

4.  Milllman  &  Robertson,  Inc.,  AHCCCS  Fee-for-Service  Equivalent  Cost 
Estimate  Report,  July  1983. 

5.  These  are  statistical  reports  that  HCFA  requires  from  all  state 
Medicaid  programs.    Please  see  the  section  "AHCCCS  Federal  Reporting 
Requirements"  at  the  end  of  this  chapter. 

6.  Finkel,  Asher  J.,  ed.    Physicians'  Current  Procedural  Terminology, 
Fourth  Edition,  American  Medical  Association,  Summer  1979. 
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X    PROCURING  PLANS— THE  BIDDING  PROCESS 


A  primary  component  of  the  AHCCCS  program  is  the  development  of  prepaid 
capitation  contracts  with  qualified  health  plans  for  the  delivery  of  covered 
medical  services  to  AHCCCS  ellgibles.    The  contracts  are  awarded  on  the 
basis  of  a  statewide  competitive  bidding  process  1n  which  interested  health 
plans  suomit  bids  1n  response  to  a  detailed  request  for  proposal.    The  bids 
are  evaluated  and  contracts  awarded  to  a  group  of  bidders  deemed  qualified. 

The  bidding  process  was  designed  as  a  long-term  cost  containment 
strategy  of  the  AHCCCS  program.    It  was  expected  to  generate  competition 
between  providers,  which  in  turn  would  induce  providers  to  develop 
cost-conscious  patient  treatment  modes.   Although  competitive  bidding  has 
been  used  in  some  Medicaid  programs,  Its  impact  on  cost  control  has  yet  to 
be  reliably  demonstrated.    Because  the  Arizona  AHCCCS  program  is  the  largest 
effort  to  date  to  use  competitive  bidding  for  health  service  delivery,  it 
provides  an  opportunity  to  measure  promise  against  performance. 

This  chapter  begins  with  background  information:    the  research  on 
competitive  bidding  and  the  major  components  of  a  competitive  bidding 
system.    Next,  there  is  a  description  of  the  bidding-process  implementation 
by  major  time  period.    The  time  periods  discussed  are:    the  initial  AHCCCS 
legislation,  refinement  of  bidding  structure  for  the  first  year,  the 
first-year  bidding  process,  and  the  second-year  bidding  process.  Following 
that,  the  chapter  discusses  the  major  bidding  issues  identified:  (1) 
analysis  of  bidding  strategies  used,  (2)  changes  in  bidders  over  time,  and 
(3)  stimulation  of  new  health  plan  development  under  AHCCCS.    The  chapter 
concludes  with  some  preliminary  implications  of  the  findings  for  design  and 
implementation  of  bidding  processes  for  the  delivery  of  health  care 
services. 
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Background 


Research  on  Competitive  Bidding 

Surveys  of  competitive-bidding  literature  have  been  published  by  Stark 

1  2  3 

and  Rothkopf,    Engelbrecht-Wiggans,    and  Stark.     Such  bibliographic 

compilations  show  that  a  substantial  amount  of  literature  on  competitive 

bidding  exists  1n  economics,  operations  research,  and  construction 

engineering  journals. 

Jon  Christiansen  and  his  colleagues  at  the  University  of  Arizona  have 
analyzed  the  first  year  of  the  competitive  bidding  process  under  AHCCCS.  In 
addition,  they  have  examined  a  number  of  features  of  the  statewide  bidding 
process  such  as  bidder  strategy,  options  for  the  design  of  competitive 
bidding  processes  for  indigent  medical  care,  and  the  implementation 

4-1  0 

experience  in  Arizona. 

Still,  competitive  bidding  for  health  services  is  a  relatively  recent 
phenomenon.    Historically,  it  has  not  been  used  extensively  by  major  health 
programs  in  contracting  for  providers  of  medical  services.    In  addition  to 
Arizona,  Medicaid  programs  using  some  type  of  competitive  bidding  for  some 
or  all  services  have  begun  or  are  in  planning  stages  in  California, 
Missouri,  Illinois,  and  Minnesota.^ 

Under  Medicaid,  states  may  award  exclusive  contracts  for  laboratory 
services  and  durable  medical  equipment.    Minnesota  was  the  first  state  to 
implement  a  competitive  bidding  program  for  wheelchairs  for  Medicaid 
beneficiaries  in  1982. 

Although  these  programs  represent  a  significant  departure  from  most 
state  Medicaid  delivery  systems,  they  are  not  comprehensive  or  fully 
developed  competitive  bidding  systems  for  health  services.    AHCCCS  is  the 
first  such  system. 
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Major  Components  of  a  Competitive  Bidding  System 


For  the  purposes  of  description,  we  have  identified  components  of  a 
competitive  bidding  system  for  health  services.    These  components  are: 

ft)  Beneficiary  eligibility—Specification  of  the  population  groups  to 
be  included  in  the  bidding  process. 

(25  Covered  services— Specification  of  the  medical  services  covered. 

(3)  Provider  eligibility—Identification  of  requirements  for  provider 
eligibility  and  restrictions  on  eligible  providers. 

(4)  Provider  reimbursement— Specification  of  the  methods  to  be  used  to 
reimburse  providers.    Includes  performance  incentives,  penalties, 
and  reinsurance. 

(5)  Bidding  procedures— Procedures  for  conduct  of  the  bidding 
process.    Includes  frequency  of  bidding,  open  or  sealed  bids, 
bidding  categories,  number  of  rounds  of  bidding,  type  of 
negotiation,  geographic  service  area,  and  bid  capacity  (or  maximum 
number  of  enrol  lees  a  plan  will  accept). 

(6)  Evaluation  methods— Identification  of  methods  to  be  used  for 
evaluation  of  bids.    Includes  criteria  for  selection  of  winners  of 
contracts. 

(7)  Enrollment  procedures— Specification  of  enrollment  procedures  for 
program  ellglbles,  methods  for  assignment  of  nonenrolled 
eligibles,  and  requirements  for  open  enrollment  periods. 

(8)  Beneficiary  cost-sharing  and  health  services  utilization 
provisions— Identification  of  beneficiary  cost-sharing  provisions, 
gatekeeper  requirements,  and  restrictions  on  freedom  of  choice. 

(9)  Utilization  review  and  quality  assurance  requirements-- Includes 
requirements  for  preadmission  certification,  emergency  room  use 
and  specialty  referrals,  and  peer  review  and  quality  audits. 

(10)  Other  contract  requirements— Specification  of  other  contract 
requirements,  such  as  ongoing  reporting  requirements,  records 
retention,  grievance  procedures,  and  performance  bonds. 

(11)  Administration— Identification  of  the  agency  or  organization  to  be 
responsible  for  administration  of  the  bidding  process,  including 
bid  evaluation  and  award  of  contracts. 

The  definitions  of  these  components  for  AHCCCS  are  described  in  the  next 
section. 


X-3 


Documentation  of  the  Implementation  Process  by  Time  Period 


Figure  X-l  illustrates  the  major  phases  in  development  of  the  AHCCCS 
bidding  process;  these  are  described  in  detail  later  in  this  section.  The 
first  stage  consisted  of  the  original  AHCCCS  legislation,  which  provided 
general  guidelines  for  the  statewide  bidding  process  and  also  mandated  some 
specific  features  for  how  the  bidding  process  should  be  conducted.  The 
second  stage  involved  planning  and  development  of  bidding  procedures.  This 
stage  lasted  from  the  signing  of  the  original  legislation  on  November  18, 
1981 ,  until  the  release  of  the  Request  for  Proposals  ( RFP )  on  July  2,  1982. 
The  third  stage  was  implementation  of  the  first-year  bid  process.  It 
included  release  of  the  RFP,  bidder's  conferences,  amendments  to  the  RFP, 
submission  and  evaluation  of  bids,  voluntary  price  reductions,  and  the  award 
of  contracts.    In  addition,  supplementary  RFPs  were  issued  for  Apache 
County,  Cochise  County,  Native  Americans,  and  residents  of  long-term  care 
institutions.    The  fourth  stage  in  the  development  of  the  statewide  bidding 
process  was  the  implementation  of  the  second-year  bidding  process.  This 
stage  lasted  from  after  the  release  of  the  supplementary  RFPs  in  December 
1982  until  the  end  of  the  second-year  bidding  process  in  September  1983. 

Key  dates  1n  the  development  and  Implementation  of  the  bidding  process 
are  given  in  Table  X-l.    It  is  important  to  realize  that  only  6  months 
passed  (November  18,  1981  to  July  2,  1982)  between  the  time  the  AHCCCS 
legislation  passed  and  the  time  the  first  provider  RFP  was  released,  and 
that  between  the  time  the  first-year  (July  2,  1982)  and  the  second-year  (May 
17,  1983)  RFPs  were  released,  eight  different  RFPs  went  out:    amended  RFPs, 
special -population  RFPs,  and  special -county  RFPs. 

The  Arizona  lawmakers  who  enacted  the  AHCCCS  legislation  perceived  the 
competitive  bidding  process  as  a  way  to  restrain  health  cost  increases  while 
making  it  possible  for  private  providers  to  participate  1n  direct  health 
care  delivery.    They  believed  the  competitive  environment  would  encourage 
providers  to  develop  cost-effective  ways  of  delivering  care,  which  would  in 
the  long  run  result  in  lower  bid  prices.    The  bidding  for  AHCCCS  services 
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KEY  DATES  FOR  DEVELOPMENT  AND  IMPLEMENTATION  OF 
AHCCCS  COMPETITIVE  BIDDING  PROCESS 


November  18,  1981 
February  6,  1982 
May  21,  1982 
June  7,  1982 
June  15,  1982 
July  2,  1982 
July  12-14,  1982 
July  21,  1982 
August  6,  1982 
August  30,  1982 
September  4,  1982 

September  9,  1982 
September  24,  1982 
September  30,  1982 


October 
October 
October 
October 
October 
October 
October 
November 


1,  1982 
6,  1982 
8,  1982 
12,  1982 
15,  1982 
18,  1982 
25,  1982 
23,  1982 


December  7,  1982 
December  27,  1982 
April  18,  1983 
May  9-11,  1983 
May  17,  1983 
May  31,  1983 
June  17,  1983 
June  29,  1983 
July  8,  1983 
July  12,  1983 
July  15,  1983 

July  25,  1983 
July  29,  1983 
October  1,  1983 


AHCCCS  legislation  (SB1001  signed  Into  law) 
AHCCCS  program  becomes  effective 

:-V.U;:   '  ,        ?  .Uv't    '  V  F  (MCAUTO) 

MCAUTO  contract  becomes  effective 
Draft  of  provider  RFP 
Provider  RFP  released 
Bidders;  conferences 
Amended  RFP  released 
Bids  submitted 

Bidders  selected  for  eight  counties 

Call  for  voluntary  price  reductions  in  remaining 

counties 

Bidders  s  ele  t !  I  In  other  :duntfes 
Cochise  County  RFP  released 
Native  American  and  first  long- term-care  RFPs 
re! eased 

Provider  contracts  become  effective 

Bidders  selected  for  Cochise  County 

Apache  County  RFP  released 

Bidders  selected  for  first  LTC  RFP 

Second  LTC  RFP  released 

Bidders  selected  for  Apache  County 

Bidders  selected  for  second  LTC  RFP 

Third  LTC  RFP  released 

Bidders  selected  for  third  LTC  RFP 

Public  and  private  employees  RFP  released 

Draft  of  second-year  provider  RFP 

Preproposal  conferences 

Second-year  provider  RFP  released 

Bidders'  conference  for  second-year  RFP 

Bids  submitted 

Proposal  clarifications  released 

Voluntary  price  reductions  submitted 

Bidders  selected  in  two  counties 

Second-year  provider  RFP  rerel eased  (new  round  of 

bidd  Ing  I 

Rebids  submitted 

Bidders  selected  in  other  counties 

Provider  contracts  become  effective  for  second 

year. 


Source:    First  Annual  Report,  State  AHCCCS  Division,  August  1,  1983. 
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would  be  similar  to  bidding  in  other  state  procurement  processes.  A 
detailed  Request  for  Proposal  would  be  prepared,  bidders  would  be  solicited, 
and  contracts  would  be  awarded  to  the  lowest-cost,  qualified  bidders. 

AHCCCS  Legislation— Mandated  Features  of  the  Bidding  Process 

Senate  Bill  1001,  the  legislation  that  authorized  the  AHCCCS  program, 
provided  general  guidelines  for  a  statewide  competitive  bidding  process  for 
procuring  providers  to  deliver  health  services  to  indigent  persons.    It  also 
included  some  mandated  features  for  Implementation  of  the  competitive 
bidding  system.    The  mandated  features  of  SB1001  for  the  AHCCCS  bidding 
process  are  summarized  in  Table  X-2  and  are  discussed  below. 

Beneficiary  Eligibility— Groups  eligible  for  the  AHCCCS  program  are 
AFDC  and  SSI  (categorically  eligible),  and  medically  indigent  and  medically 
needy  (MI/MN)  populations  with  eligibility  criteria  specified  in  the 
legislation.    These  groups'  care  would  be  supported  by  program  dollars.  In 
addition,  the  program  was  Intended  to  Include  other  groups  such  as  state, 
county,  and  private  employees. 

Covered  Services— A  full  range  of  acute  medical  services  were 
identified  as  covered  services  in  SB1001.    Excluded  were  long-term  care, 
occupational  therapy  and  speech  therapy,  institutional  care  for  tuberculosis 
or  mental  disorders,  hearing  aids,  and  prescription  lenses. 

Provider  Eligibility — To  encourage  the  maximum  number  of  potential 
bidders,  few  requirements  were  placed  on  the  types  of  organizations  eligible 
to  submit  AHCCCS  bids.    Eligible  bidders  were  specified  broadly  to  include: 
(1)  group  disability  insurers,  (2)  hospitals  and  medical  service 
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Table  X-2 

MANDATED  FEATURES  OF  AHCCCS  COMPETITIVE  BIDDING 


Major  Component 
Beneficiary  eligibility 


Services  covered 


Provider  eligibility 


Provider  reimbursement 


Mandated  Features 


AFDC  and  SSI  eligibles 
State  eligibility  requirements  for 
medically  indigent  and  medically  needy 

Other  eligible  groups— state  employees, 
county  employees,  private  employed 
groups 

Inpatient  hospital  services 

Outpatient  health  services 

Other  laboratory  and  x-ray  services 

Prescribed  medications 

Emergency  dental  care  and  extractions 

Medical  supplies,  equipment,  and 

pi  esthetic  devices 
Treatment  of  medical  conditions  of  the 

eye 

Early  and  periodic  health  screening  and 
diagnostic  services  for  children 

Group  disability  insurer 

Hospital  and  medical  service  corporation 

Health  care  service  organization 

Any  other  qualified  public  or  private 

person,  including  county-owned  and 

-operated  facilities 

Reimbursement  based  on  prepaid 
capitated  payments  by  category  of 
eligibility: 

Title  XIX  -  AFDC  and  SSI 

Medically  indigent 

Medically  needy 

State  employees  and  dependents 

County  employees  and  dependents 

Private  employed  groups 
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Table  X-2  (Continued) 


Major  Component 


Mandated  Features 


Provider  reimbursement 
(concluded) 


Bidding  procedures 


Methods  for  evaluation  and 
selection  of  bids 


Enrollment  procedures  for 
patients/el igibles 

Beneficiary  cost  sharing 


With  provisions  for: 

Withhold  of  percentage  of  capitation 

payment  for  reserve  fund 
Performance  incentives 
Penalties  for  noncompliance 
Quality  of  care  and  other  standards 
Reservation  price: 

To  be  established  by  Director  of 
Health  Services  for  LTC  contracts 
Reinsurance  for  catastrophic 

expenses 

Bid  by  county 

At  least  once  every  two  years 

By  service  category-inpatient  hospital, 

outpatient,  pharmacy,  other  services 
By  category  of  eligibility 
Submitted  bids  become  state  property 
Automatic  winners  are  county  health 
departments  who  are  offered  LTC 
contracts  at  a  price  established  by  the 
Director  of  Health  Services 

Differences  between  urban  and  rural 

delivery  of  health  care  shall 

be  considered 
Bids  to  be  analyzed  for  each  county  on 

aggregate  basis 
Award  of  contracts  based  on  lowest 

qualified  bids 

None  mandated 


Nominal  copayments  for  beneficiary- 
initiated  care 
Co-premiums  for  medically  needy 

Optional  features: 
Deductibles 
Coinsurance 


Utilization  review  and  Establ ishnent  of  peer  and  utilization 

quality  assurance  requirements         review  programs  for  all  plans 


Table  X-2  (Concluded) 


 Major  Component     Mandated  Features  

Other  contract  requirements  Availability  of  records  related  to 

contract  compliance  and  maintenance  by 

providers  for  5  years 
Establishment  of  grievance  and  appeal 
procedure  for  use  by  providers, 
counties,  members,  and  eligible  persons 

':v-'\-v:  fe  tures-  other  contract  teras 
established  by  Director  of  Health 
Services  to  ensure  adequate  performance 
by  providers,  may  Include  but  are  not 

United  to i 
Maintenance  of  deposits 
Performance  bonds 
Financial  reserves 


Administration  of  The  Administrator  conducts  the  bidding 

competitive  bidding  system  process,  Including  bid  evaluation  and 

selection  under  rules  and  regulations 
of  the  Department  of  Health  Services. 
The  Director  of  Health  Services  reviews 
bids  and  awards  contracts. 


Source:   Arizona  State  Legislature,  SB! 001. 
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organizations,  (3)  health  care  service  organizations,  and  (4)  any  other 
qualified  public  or  private  groups,  including  county-owned  and  -operated 
facilities. 

Provider  Reimbursement— Prepaid  capitation  payments  were  identified  as 
the  form  of  reimbursement  to  participating  health  plans.    The  capitation 
rates  vary  by  category  of  eligibility  (i.e.,  AFDC,  SSI  aged,  SSI  disabled, 
SSI  blind,  MI/MN,  state  employees).    Optional  provisions  were  specified  in 
the  legislation  for  performance  Incentives  and  withholding  of  a  percentage 
of  the  capitation  payment  for  a  reserve  fund.    SB! 001  also  mandated  the 
state  to  provide  the  plans  participating  1n  AHCCCS  with  reinsurance  for 
catastrophic  losses. 

Bidding  Procedures— The  legislation  specified  that  the  bidding  process 
should  occur  at  least  once  every  2  years.    Bidding  should  be  by  county,  bid 
rates  should  be  specified  by  category  of  eligibility,  and  bids  should  be  for 
one  or  more  of  the  four  major  service  categories  (i.e.,  inpatient  hospital 
services,  outpatient  services,  pharmacy  services,  and  diagnostic  services). 

Methods  for  Evaluation  and  Selection  of  Bids— SB1 001  mandated  that 
differences  between  urban  and  rural  areas  be  considered  in  selecting  the 
winning  bids,  that  bids  be  analyzed  on  an  aggregate  basis  for  each  county 
"in  order  to  ensure  the  provision  of  all  required  health  and  medical 
services,"  and  that  contracts  should  be  awarded  to  the  lowest  qualified 
bidders. 


Beneficiary  Cost  Sharing— The  initial  AHCCCS  legislation  mandated 
copayments  for  all  members  and  copremlums  for  the  medically  needy.    It  also 
stipulated  that  deductibles,  coinsurance,  or  premiums  for  nonemergency 
services  cculd  be  required  for  the  medically  needy. 


x-n 


Other  Contract  Requirements— SB1 001  mandated  that  records  related  to 
contract  compliance  be  maintained  by  providers  for  5  years.    In  addition, 
providers  were  responsible  for  establishing  grievance  procedures  for  use  by 
eligible  members.    Other  contract  terms  could  be  established  at  the  option 
of  the  Director  of  Health  Services  to  ensure  adequate  performance  by  plans. 
These  features  included  financial  deposits,  performance  bonds,  and  financial 
reserves. 

Administration  of  the  Competitive  Bidding  System--The  legislation 
stipulated  that  the  Administrator  (under  DHS  supervision)  would  issue  bids, 
although  bid  review  and  selection  would  be  done  by  DHS,  under  rules  and 
regulations  that  DHS  would  develop  and  promulgate.    Thus,  the  legislature 
initially  granted  virtually  all  responsibility  for  the  bidding  process  to 
DHS. 

Refinement  of  Bidding  Procedures 

From  November  18,  1981,  when  the  AHCCCS  legislation  became  law,  until 
the  release  of  the  provider  RFP  on  July  2,  1982,  the  general  framework  and 
specific  details  of  the  competitive  bidding  process  were  developed.  Early 
planning  and  preparation  included  periodic  meetings  with  providers,  analysis 
by  AHCCCS,  and  conferences  with  researchers  and  experts.    Some  of  these 
conferences  were  sponsored  by  the  Flinn  Foundation.    As  Figure  X-l  shows, 
the  development  of  bidding  procedures  was  happening  at  the  same  time  as 
related  activities  going  on  within  the  AHCCCS  program  (e.g.,  development  and 
publishing  of  the  draft  rules  and  regulations,  development  of  the  State 
Plan,  development  of  the  1115  Waiver  Request). 

The  single  most  significant  event  during  this  period  was  the 
preparation  of  the  provider  RFP,  which  specified  the  overall  structure, 
schedule,  and  procedures  for  the  bidding  process.    The  provider  RFP  was 
developed  by  MSG I  staff  and  their  subcontractors  (Ernst  and  Whinney, 
Mill iman  &  Robertson)  with  review  and  policy  Input  from  AHCCCS  staff.  The 
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RFP  was  usad  by  potential  bidders  as  the  basic  source  of  information  for 
preparing  and  submitting  bids. 

Description  of  the  Request  for  Proposal  (RFP) 

The  RFP  was  organized  into  four  chapters  with  five  appendices  and  five 
enclosures,    The  first  chapter  of  the  RFP  covered  general  information,  RFP 
organization,  and  priorities  in  bidder  selection  and  other  important 
considerations.    The  second  chapter  described  contract  features,  including 
members  anci  services,  AHCCCS  organization  and  operations,  financial 
information,  technical  assistance,  and  proposal  modification  and  rebidding. 
The  third  chapter  identified  proposal  evaluation  criteria  and  discussed  the 
bid  evaluation  process.    The  final  chapter  summarized  proposal  submission 
requirements.    The  five  appendices  to  the  RFP  were:    (1)  list  of  required 
services  to  be  provided  by  bidders;  (2)  actuarial  data  to  assist  bidders  in 
preparing  bids;    (3)  information  on  their  organization  and  administration, 
finances,  and  adequacy  and  location  of  facilities  required  from  bidders; 

(4)  forms  to  be  used  by  full -service  bidders  in  preparing  their  bids;  and 

(5)  forms  to  be  used  by  partial -service  bidders  in  preparing  their  bids.  In 
addition,  five  separate  enclosures  accompanied  the  RFP:    (1)  Preamble  to  the 
Rules  and  Regulations,  (2)  Arizona  Department  of  Health  Services  Rules  and 
Regulations  relating  to  AHCCCS,  (3)  a  draft  model  contract,  (4)  Senate  Bill 
1001  and  amendments,  and  (5)  AFDC  demographic  data  by  ZIP  code. 

Selected  features  of  the  RFP  will  be  discussed  in  more  detail: 
contract  features,  evaluation  criteria,  plan  contract  provisions,  and 

reinsurance, 

Contract  Features 

The  RFP  defined  the  eligibles  to  be  covered  by  category  of  eligibility 
and  the  services  to  be  provided  by  type.    Full -service  bidders  were  to 
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submit  bids  by  category  of  eligibility  and  county  for  all  covered  services; 
partial -service  bidders  were  to  submit  bids  for  each  type  of  service  bid. 

In  the  original  AHCCCS  legislation  (SB1001),  the  population  categories 
had  been  specified  as:    indigent  eliglbles,  state  employees  and  dependents, 
county  employees  and  dependents,  and  private  employees  and  dependents. 
However,  the  AHCCCS  director  was  given  authoi  ity  to  modify  the  bid 
categories.    In  the  RFP,  the  bid  categories  were  specified  as:   AFDC ,  aged 
and  MI/MN  with  Medicare,  SSI  disabled,  SSI  blind,  MI/MN  without  Medicare, 
and  state  employees.    These  categories  were  redesigned  In  the  second  year  to 
take  account  of  Medicare  eligibility  for  the  blind  and  disabled.  The 
bidding  categories  thus  became:    AFDC,  aged  and  MI/MN  with  Medicare, 
disabled  and  blind  with  Medicare,  disabled  and  blind  without  Medicare,  and 
MI/MN  without  Medicare. 

The  AHCCCS  legislation  specified  four  bid  categories  for  types  of 
health  services:    inpatient  hospital  services,  outpatient  services,  pharmacy 
services,  and  other  diagnostic  services  (laboratory,  radiology,  etc.).  The 
RFP  maintained  these  categories.    Bids  could  be  submitted  for  any  or  all  of 
these  services.    In  the  RFP,  the  state  indicated  a  preference  for 
"full -service"  bids  (i.e.,  bidders  that  would  contract  for  all  covered 
AHCCCS  services).    Partial -service  bidders  were  not  excluded,  although  as  it 
turned  out  only  one  partial -service  bidder  was  awarded  a  contract.  The 
bidding  process  was  conducted  on  a  county-by-county  basis,  but  the  RFP 
allowed  bidders  to  bid  for  portions  of  counties  defined  by  five-digit  ZIP 
code  areas.    Most  contracts  were  awarded  for  full  counties. 


Evaluation  Criteria 

The  criteria  specified  In  the  RFP  to  evaluate  bids  were  divided  into 
three  categories: 

.    Evaluation  of  technical  qualifications  and  capabilities  to  deliver 
services. 

.    Price  evaluation. 

.    Criteria  for  final  selection  of  winning  bidders. 
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Each  bidder's  technical  qualifications  were  evaluated  according  to  four 
criteria:    (1)  ability  to  offer  quality  health  care  services,  (2) 
organization  and  administration,  (3)  financial  viability,  and  (4)  legal 
ability  to  contract  with  the  state.    Based  on  these  criteria,  MSG I 
determined  whether  or  not  each  bidder  had  the  technical  qualifications  to  be 
considered  for  award  of  a  provider  contract. 

The  price  evaluation  focused  on  the  bid  price,  service  area,  and 
capacity  (i.e.t  the  maximum  number  of  persons  the  plan  would  accept). 
Development  and  implementation  of  the  criteria  for  price  evaluation  was 
handled  primarily  by  MSGI  and  its  subcontractors— Ernst  and  Whinney  and 
Milliman  &  Robertson. 

To  evaluate  the  bids  in  the  first  year,  a  "composite  price"  was 
determined  for  each  bidder.    The  composite  price  was  a  weighted  average  of 
each  bidder's  capitation  rates  by  category  of  AHCCCS  eligibility.  The 
weights,  which  were  developed  by  Milliman  &  Robertson,  were  not  known  by  the 
bidders,  and  In  the  first  year  reflected  the  relative  proportions  of 
eligibles  in  each  category  statewide.    During  the  first  year  of  the  bidding 
process,  the  composite  prices  of  the  technically  qualified  bidders  were  used 
as  the  basis  for  selection  of  winning  bidders. 

Plan  Contract  Provisions 

A  contract  was  developed  for  plans  that  were  selected  by  the  state  to 
participate  in  the  AHCCCS  program.    It  was  included  as  an  attachment  to  the 
RFP.    In  addition  to  specifications  for  program  features  described 
previously,  the  contract  contained  several  other  provisions,  including 
duration  of  contract,  reinsurance,  requirements  regarding  subcontracts, 
medical  audit  requirements,  financial  and  data  reporting  requirements, 
public  disclosure  requirements,  and  requirements  for  performance  bonds  and 
reserves. 
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In  terms  of  contract  duration,  it  was  originally  planned  that  the 
initial  contract  would  be  for  2  years.    However,  because  of  the  compressed 
time  frame  for  implementation  of  the  first-year  bidding  process,  the  RFP 
specified  that  the  Initial  contract  would  be  for  1  year,  and  there  would  be 
a  second  bidding  cycle  for  the  next  year  of  program  operation. 

Reinsurance 

Since  many  population  subgroups  eligible  for  the  AHCCCS  program  could 

in,      ,     ,,  ,  ;  ..-:]    'v\.:;  " .  :  ;  '  ,    ,         ;!/  i$\  ,    <      ,  VlC6S     (1  .C.  ,  aged, 

disabled,  MI/MN),  the  AHCCCS  program  provided  some  reinsurance  to 
providers.    The  RFP  Indicated  that  AHCCCS  would  cover  the  cost  of  emergency 
and  inpatient  services  in  excess  of  $20,000  for  any  eligible  within  a 
12-month  period  from  the  individual's  enrollment  in  the  program.    It  also 
indicated  that  AHCCCS  might  provide  aggregate  stop-loss  protection  for  plans 
with  10,000  or  fewer  enrol lees.    However,  the  stop-loss  provision  was 
deleted  in  the  amendments  to  the  RFP. 

AHCCCS  originally  planned  to  reinsure  with  a  private  insurance 
company.    However,  after  developing  and  releasing  an  RFP  for  reinsurance  and 
reviewing  the  bids  that  were  submitted,  the  state  decided  to  self-insure. 

■    ,fnl  br]  -V'-:  .  '     r  -1  >:h>u   '  i,  ':  -v  h>  ~  >  ■  Urn-; 

assumed.    The  purpose  of  this  provision  was  to  emphasize  the  cost 
containment  incentives  developed  through  the  competitive  bidding  process  and 
prepaid  capitated  payments. 

The  first-year  provider  RFP  was  released  on  July  2,  1982.    The  deadline 
for  submission  of  bids  was  August  6S  1982.    Bidder's  conferences  were  held 
in  Phoenix,  Tucson,  and  Flagstaff  on  July  12,  13,  and  14  to  discuss  the  RFP 
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with  potential  bidders.    At  the  bidder's  conferences,  projected  data 
provided  in  the  RFP  on  enrollment  and  health  services  utilization  by 
category  of  eligibility  were  discussed,  and  a  number  of  areas  were 
identified  where  the  RFP  was  unclear.    During  July,  written  questions  were 
submitted  by  potential  bidders.    To  clarify  the  original  RFP  and  to  respond 
to  the  written  questions,  an  amended  version  was  released  on  July  21,  1982. 

The  AHCCCS  program  received  bids  from  50  separate  organizations.  This 
amounted  to  a  total  of  113  separate  bids  for  Individual  counties  or  portions 
of  a  county.    Of  these  113  separate  bids,  39  were  full -service  bids 
submitted  by  20  different  bidders.    The  majority  of  bidders  submitted  bids 
for  one  county;  however,  some  submitted  bids  for  a  number  of  counties.  The 
multiple  bidders  were:    Health  Care  Providers  of  Arizona,  which  bid  for 
Maricopa  and  Pinal  counties;  Northern  Arizona  Family  Health  Plan,  which  bid 
for  Yavapai  and  portions  of  Coconino  County;  and  Arizona  Physicians  IPA, 
which  submitted  bids  for  all  counties.    Every  county  received  at  least  one 
full -service  bid.    Maricopa  County  received  seven  full -service  bids,  and 
Pima  County  received  five  full -service  bids.    Because  enough  full -service 
bids  were  received,  partial -service  bids  were  ignored  except  in  special 
circumstances,  as  with  the  Douglas  CHnlc. 

The  aids  were  evaluated  during  August  1982  by  MSGI  staff,  their 
subcontractors,  and  AHCCCS  officials.    When  submitting  their  bids,  plans  did 
not  know  now  the  capitation  would  be  set  for  winners.    Originally,  AHCCCS 
had  hoped  to  develop  a  market  clearing  price  to  be  paid  to  all  plans  who 
wished  to  provide  services.    The  AHCCCS  director  was  advised  by  the  Attorney 
General  that  state  law  prohibited  AHCCCS  from  using  a  market  clearing  price 
to  pay  providers  and,  further,  that  AHCCCS  was  prohibited  from  negotiating 
bid  prices  and  was  basically  forced  to  accept  or  reject  bid  prices  with  no 
bargaining. 

Winning  bidders  were  selected  in  eight  counties  on  August  30.    Bids  for 
the  other  six  counties  (Coconino,  G1la,  Graham,  Greenlee,  Maricopa,  and 
Yuma)  exceeded  amounts  budgeted  for  the  counties.    These  budgeted  amounts 
were  developed  by  MSGI  and  their  subcontractors  (Ernst  and  Whinney  and 
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Ml 1 1 iman  &  Robertson)  and  were  based  on  the  estimated  amount  from  the  state 
budget  available  for  capitation  payments  by  county.    In  order  to  reduce  the 
bid  prices,  AHCCCS  rejected  all  initial  bids  for  these  counties  and  asked 
the  plans  for  voluntary  price  reductions  on  September  1,  1982. 

All  remaining  qualified  bidders  reduced  their  prices,  and  winning 
bidders  for  the  remaining  counties  were  announced  by  AHCCCS  officials  on 
September  9,  1982.    The  price  reductions  resulted  in  savings  in  first-year 
operating  costs  estimated  by  AHCCCS  officials  at  $4-$5  million. 

All  of  the  initial  submitted  bid  prices  were  public  information. 
Consequently,  when  the  state  asked  for  voluntary  price  reductions,  each 
bidder  had  access  to  information  on  the  relationship  of  his/her  bid  price  to 
the  bids  submitted  by  each  competitor.    This  information  may  have  affected 
the  extent  to  which  the  plans  were  willing  to  reduce  their  initial  bid 
prices,  but  it  is  not  clear  what  the  direction  of  plan  response  would  be  if 
the  low  bidder's  price  was  perceived  as  a  price  floor.    Other  competitors 
may  have  reduced  prices  to  meet  the  floor,  and  the  low  bidder's  price  may 
have  changed  very  little.    In  the  counties  with  voluntary  price  reductions, 
initial  high  bids  were  reduced  by  amounts  ranging  from  81%  to  9%  in  the  five 
categories— the  average  reduction  was  30%.    In  four  out  of  five  categories, 
however,  initially  low  bids  were  not  reduced  at  all.    The  fifth  initially 
low  category  was  reduced  only  2%. 

The  major  impact  of  voluntary  price  reductions  may  be  found  in  the 
second-year  bid  process.    The  possibility  of  voluntary  price  reductions 
lowers  the  probability  that  any  initial  bid  will  be  rejected.    Therefore,  if 
plans  anticipated  voluntary  price  reductions  to  occur  in  the  second  year, 
their  initial  second-year  bid  prices  may  have  been  higher  than  they  would 
have  been  had  the  submitted  bids  been  expected  to  be  final  offers. 

Table  X-3  summarizes  the  winning  bidders  in  the  first-year  competitive 
bidding  process.    For  each  bidder,  the  following  information  is  contained  in 
the  table:   counties  in  which  contracts  were  awarded,  maximum  capacity  bid 
in  the  county,  and  the  composite  bid  price  in  the  county.    Composite  bid 
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Table  X-3 

SUMMARY  OF  WINNING  BIDDERS*— FIRST  YEAR 


Bidder 

Counties 

Maximum 
Capacity 

Composite  1 

Arizona  Health  Plan 

Maricooa 

2,500 

$90.75 

Ari^on.a  Physicians  IPA 

Cochise 

WWII  Iww 

16  500 

1  V  j)  W  WW 

75  26 

r   W  •  h>  W 

Coconino 

VWWBI  1  1 1 W 

18  000 

75  26 

r  W  «  C  W 

Gila 

7  500 

/  9  WWW 

75  26 

1    W  •  Cm  W 

Graham 

6  750 

V)  /  WW 

75  03 

/  W  •  WW 

Ul  CCII  1  cc 

750 

/  WW 

8Q  35 

O    •  w  w 

nap iwupa 

120  000 

1  tV)  WWW 

70  79 

rivi  iu  v  c 

7  500 

/   y  WWW 

75  26 

Nava 1o 

19  500 

75  26 

r  w  •  Cv 

P1ma 

58  500 

WW y  WWW 

75  26 

r   W  ■  mm  W 

Pinal 

1 9,500 

75.26 

Santa  Cruz 

3,000 

75.26 

Yuma 

15,000 

75.26 

Coconino  Health  Care 

Coconino 

3,000 

99.60 

Comprehensive  AHCCCS  Plan 

Coconino 

12,000 

93.88 

Dynamic  Health  Services 

Mohave 

8,000 

90.54 

El  Rio  Santa  Cruz 

Pima 

10.000 

73.94 

Gila  Medical  Services 

Gila 

2,700 

87.58 

Pinal 

r  i  iiu  i 

100 

1  WW 

97  82 

Jim  wt- 

0  ICQ  9  h-tv     vdl  C     r  1  Vi  1  ww  I  9 

Mapiron;* 

95  000 

Js^y  WWW 

83  83 

Ow  •  ww 

Pinal 

r  i  net  • 

1?  000 

1  L  )  WWW 

95  59 

INA  Health  Plan 

2  500 

C  y  www 

90  75 

Maricopa  Health  Plan 

Maricooa 

105,000 

83.22 

Mt.  Graham  Health  Plan 

Graham 

4,500 

96.79 

Northern  Arizona  Family 

Coconino 

150 

88.55 

Health  Plan 

Yavapai 

6,010 

91.52 

Pima  Care 

Pima 

1,500 

76.62 

Pima  Health  Plan 

Pima 

38,000 

74.63 

Pinal  General  Hospital 

Pinal 

19,820 

78.42 

Samaritan  Health  Service 

Apache 

N/A 

89.80 

Western  Sun  Associates 

Yuma 

6,000 

86.61 

Douglas  Clinic  does  not  appear  on  this  table  because  its  contract  was 
negotiated  in  November. 

+The  composite  bid  price  is  a  weighted  average  of  the  prices  bid  by 
category  of  eligibility.    The  weights  used  in  the  first  year  were  based  on 
the  statewide  proportion  of  eliglbles  by  category  of  eligibility. 

Source:    State  AHCCCS  Division. 
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prices  varied  widely,  although  there  were  some  similarities  among  counties. 
The  lowest  composite  prices  were  in  Maricopa  and  Pima  Counties:  Arizona 
Physicians  IPA  with  $70.79  in  Maricopa,  El  Rio  with  $73.94  in  Pima,  and  Pima 
Health  Plan  with  $74.63  in  Pima.    The  highest  prices  were  in  the  more  rural 
counties:    Coconino  Health  Care  with  $99.60,  Gila  Medical  Centers  (Pinal) 
with  $97.82,  and  Mt.  Graham  with  $96.79.    Arizona  Physicians  IPA,  however, 
bid  quite  low  in  rural  counties,  and  In  all  rural  counties  but  Greenlee  it 
bid  a  composite  rate  of  $75.26. 

Table  X-4  presents  additional  detail  about  the  results  of  the  first- 
year  bidding  for  plans  in  the  eight  counties  where  bidders  were  selected 
without  a  voluntary  price  reduction.    The  winning  bidders  in  each  county  and 
their  capitation  rates  by  eligibility  category  are  presented  in  Table  X-4. 
As  the  table  shows,  there  was  significant  variation  in  the  bid  rates  by 
category.    The  lowest  bid  rate  for  the  counties  without  voluntary  price 
reductions  was  $32.92  for  aged  and  MI/MM  eligibles  with  Medicare  by  Dynamic 
Health  Services  in  Mohave  County.    The  highest  bid  rate  was  $196.41  for 
disabled  ellglbles  by  Northern  Arizona  Family  Health  Plan  in  Yavapai  County. 

Table  X-5  shows  the  bid  rates,  both  original  bids  and  bids  after  the 
voluntary  price  reduction,  for  the  plans  in  the  six  counties  that  were  asked 
to  voluntarily  reduce  their  bid  rates.    For  each  plan,  the  original  and 
voluntary  price  reduction  bid  rates  are  presented  for  each  category  of 
eligibility.    The  largest  proportional  reduction  in  bid  rates  was  for  AFDC 
eligibles  1n  Coconino  County  by  Coconino  Health  Care.    The  original  bid  was 
$80.00  and  the  revised  bid  after  the  voluntary  price  reductions  was  $43.46, 
a  reduction  of  nearly  46%  from  the  original  bid  rate. 

Special  First-Year  Considerations 

During  the  first  year,  several  issues  surfaced  that  require  further 
discussion:    problems  with  awarded  bids,  special  population  groups,  and 
impact  of  automatic  assignment  on  bid  rates.    These  issues  are  discussed  in 
the  sections  that  follow. 
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Table  X-4 


FIRST- YEAR  BID  RATES  FOR  COUNTIES  WITHOUT 
VOLUNTARY  PRICE  REDUCTION 


County  and  Plan 


Apache  County 
Arizona  Physicians 

Cochise  County 
Arizona  Physicians 

Mohave  County 
Arizona  Physicians 
Dynamic  Health  Services 

Navajo  County 
Arizona  Physicians 

Pima  County 
El  Rio  Santa  Cruz  NHC 
Pima  Health  Plan 
Arizona  Physicians 
Pima  Care 

Pinal  County 
Arizona  Physicians 
Pinal  General  Hospital 
Health  Care  Providers 

Santa  Cruz  County 
Arizona  Physicians 

Yavapai  County 
Arizona  Physicians 
Northern  Arizona  Family 
Health  PUn 


 Category  of  Eligibility  

 Aged  and    RT7RR  " 

AFDC      MI/MN  Medicare  Disabled       Blind  Non-Medicare 


$64.18 


64.18 


64.18 
80.19 


64.18 


54.69 
62.21 
64.18 
55.74 


64.18 
65.53 
79.50 


64.18 

64.18 
69.86 


$45.31 


45.31 


45.31 
32.92 


45.31 


52.77 
63.01 
45.31 
50.90 


45.31 
49.61 
54.51 


45.31 

45.31 
101.48 


$155.88        $137.86  $69.51 


155.88 


155.88 
181.23 


155.88 


123.77 
135.12 
155.88 
105.92 


155.88 
157.20 
195.28 


155.88 

155.88 
196.41 


137.86 


137.86 
146.41 


137.86 


107.97 
149.04 
137.86 
111.46 


137.86 
141.29 
177.19 


137.86 


69.51 


69.51 
87.72 


69.51 


84.00 
71.75 
69.51 
95.68 


69.51 
74.83 
91.90 


69.51 


137.86  69.51 
178.12  79.92 


Source:    State  AHCCCS  Division. 
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Table  X-5 


FIRST  YEAR  BID  RATES— ORIGINAL  (1)  AND  REVISED  BIDS  (2) 
FOR  COUNTIES  WITH  VOLUNTARY  PRICE  REDUCTIONS 


County  and  Plan 


AFDC 
1H  121 


m/m  Medicare 
H)  (2) 


Category  of  Elt< 


Disabled 

m 


TV 


Blind 


T2T 


™Rum — 

Non-Medicare 
ITT  T7T 


Coconino  County 
Arizona  Physicians 
Coconino  Health  Care 
Comprehensive  AHCCCS  Plan 
Northern  Ariz.  F.H.P. 

$64.18 
80.00 
70.35 
69.85 

$64.18 
43.46 
63.00 
68.14 

$  45.31 
72.43 
53.14 
101.48 

$45.31 
72.31 
47.25 
92.45 

$155.88 
225.13 
162.65 
196.40 

$155.88 
205.83 
153.12 
187.34 

$137.86 
169.69 
143.18 
178.12 

$137.86 
160.69 
138.32 
168.25 

$  69.51 
110.20 
201.89 
79.92 

$  69.51 
101.43 
119.20 
78.95 

Gila  County 
Arizona  Physicians 
Gila  Medical  Sendees 

64.18 
79.37 

64.18 
74.90 

45.31 
141.51 

45.31 
78.01 

155.38 
142.14 

155.88 
142.14 

137.86 
136.66 

137.86 
136.66 

69.51 
93.19 

69.51 
86.50 

Graham  County 
Arizona  Physicians 
Mt.  Graham  C.H.P. 

64.18 
63.96 

63.46 
61.58 

45.31 
54.09 

45.31 
52.38 

155.88 
160.32 

155.88 
153.58 

137.86 
139.56 

137.86 
136.93 

69.51 
196.97 

69.51 
126.86 

Greenlee  County 
Arizona  Physicians 

85.84 

76.32 

58.08 

52.64 

206.66 

185.04 

183.13 

163.34 

93.09 

82.71 

Maricopa  County 
Arizona  Physicians 
Arizona  Health  Plan 
Health  Care  Providers 
IMA  Health  Plan 
Maricopa  Health  Plan 

64.18 
60.00 
79.50 
60.00 
55.31 

55.05 
56.11 
61.14 

56.11 
54.30 

45.31 
52.17 
54.51 
52.17 
59.79 

45.31 
49.20 
50.08 
49.20 
59.79 

155.88 
182.15 
195.28 
182.15 
125.56 

149.31 
164.72 
177.19 
164.72 
125.56 

137.86 
173.91 
165.05 
173.91 
96.21 

129.74 
163.41 

91.90 
163.41 

96.21 

69.51 
121.76 

91.90 
121.76 
116.38 

69.51 
114.10 

85.58 
114.10 
100.69 

Yuma  Count}' 
Arizona  Physicians 
Western  Sun  Assn. 

64.18 
70.33 

64.18 
68.88 

45.31 
54.80 

45.31 
48.29 

155.88 
173.21 

155.88 
162.56 

137.86 
160.66 

137.86 
155.50 

69.51 
127.49 

69.51 
91.17 

Source:    State  AHCCCS  Division. 
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Problems  with  Awarded  Bids 


The  limited  time  frame  for  implementing  the  bidding  process  did  not 
permit  some  plans  to  be  in  full  compliance  with  the  program's  statutory  and 
regulatory  requirements.    Thus,  some  provider  awards  were  made  contingent  on 
full  compliance.    AHCCCS  wanted  to  be  certain  that  a  sufficient  number  of 
plans  in  each  county  would  bid  to  provide  necessary  services  and  recognized 
that  requiring  signed  subcontracts  with  the  bid  would  be  difficult  for  plans 
just  started  for  AHCCCS.    Thus,  along  with  other  changes,  AHCCCS  amended  the 
RFP  to  require  only  informal  agreements  to  provide  services  to  be  submitted 
with  the  bid.    Contracts  would  be  awarded  on  a  contingent  basis  after  site 
visits  confirmed  the  plan's  capacity  to  provide  services.    After  contingent 
awards,  all  subcontracts  with  plans  were  reviewed  to  assure  that  the 
principal  contractor  could  provide  all  required  health  services.    In  most 
cases,  subcontract  deficiencies  found  1n  review  were  corrected.  Apache, 
Cochise,  and  Yavapai  Counties  had  special  problems.    These  are  discussed  in 
the  subsections  that  follow. 

Apache  County— Arizona  Physicians  IPA  was  the  only  full -service  bidder 
in  Apache  County  in  the  first  year  of  the  bidding  process.    Although  it  did 
not  formally  submit  a  proposal,  Samaritan  Health  Service,  which  operated  the 
hospital  in  Springerville,  sent  a  letter  to  AHCCCS  saying  that  it  would  like 
to  work  with  them  but  was  not  prepared  to  submit  a  technical  or  price  bid  at 
that  time.    The  state  awarded  a  contract  in  Apache  County  to  Arizona 
Physicians  IPA,  contingent  on  a  satisfactory  site  visit  and  review  of 
performance  capability.    After  contract  award,  Arizona  Physicians  IPA 
attempted  to  formalize  subcontract  agreements  with  providers  in  Apache 
County.    However,  physicians  and  other  medical  providers  in  the  county  were 
not  willing  to  sign  subcontracts.    Arizona  Physicians  IPA  offered  to  bring 
in  a  physician  from  outside  the  county  and  a  mobile  surgical  unit.  The 
state,  however,  found  this  proposal  unacceptable.    On  October  8,  1982,  a 
supplemental  RFP  was  released  for  Apache  County.    Samaritan  Health 
Service/Medical  Care  Systems  was  the  only  bidder  in  the  second  round  of 
bidding,  ant?  was  awarded  a  contract  for  Apache  County  on  October  18,  1982. 
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Cochise  County— In  the  first  round  of  bidding,  there  were  three 
full-service  bidders  in  Cochise  County;    Arizona  Physicians  IPA,  University 
Famli-Care,  and  Southeast  Arizona  Government  Organization  (SEAGO).  The 
university  and  SEAGO  bids  were  not  awarded  contracts  because  of  their  high 
price.    Arizona  Physicians  IPA  was  awarded  a  contingent  contract,  but  was 
unable  to  obtain  signed  subcontracts  in  all  parts  of  the  county. 
Consequently ,  the  state  issued  a  supplemental  RFP  for  Cochise  County  on 
September  24,  1982.    Although  Arizona  Physicians  IPA  was  awarded  contracts 
for  most  areas  of  Cochise  County  (as  defined  by  ZIP  code),  they  were  not 
awarded  one  for  the  southern  part  of  the  county  along  the  border.  Douglas 
Clinic  had  submitted  a  partial -service  bid  for  that  area— it  had  not  been 
able  to  procure  a  subcontract  with  the  local  hospital  for  Inpatient 
services.    The  AHCCCS  program  thus  awarded  Douglas  a  partial -service 
contract.    Hospital  Inpatient  services  were  to  be  reimbursed  to  the  hospital 
on  a  capped  fee-for-serv1ce  basis. 

Yavapai  County— Both  Arizona  Physicians  IPA  and  Northern  Arizona  Family 
Health  Plan  bid  for  Yavapai  County.   Both  plans  were  awarded  contingent 
contracts.    The  physicians  In  Prescott  refused  to  sign  subcontracts  with 
Arizona  Physicians  IPA  but  agreed  to  sign  Northern  Arizona  subcontracts.  As 
a  result,  the  Arizona  Physicians  IPA  contract  was  withdrawn  and  Northern 
Arizona's  contract  approved. 

Special  Population  Groups 

Some  population  groups  were  eliminated  from  the  initial  Request  for 
Proposal  in  order  to  simplify  the  bidding.    These  groups  were  residents  of 
nursing  homes  (long-term  care)  who  were  AHCCCS  eligible,  Native  Americans, 
and  public  and  private  employees.    In  addition,  two  special  groups  were 
handled  under  state  interagency  agreements.    These  were  foster  children  who 
had  been  receiving  health  benefits  through  Arizona's  Department  of  Economic 
Security  (DES)  and  crippled  children  who  were  receiving  services  from 
Crippled  Children's  Services  (CCS),  a  division  of  the  Family  Health  Services 
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of  DHS.    Foster  children  receive  services  under  their  old  programs,  which  in 
turn  are  reimbursed  by  AHCCCS.    Under  the  interagency  agreement  for  foster 
children,  AHCCCS  reimburses  DES  for  the  federal  share  of  the  lowest  county 
capitation  rate  by  category  of  eligibility.    Those  persons  eligible  for  CCS 
and  AHCCCS  can  be  treated  either  by  contracting  CCS  physicians  or  by  an 
AHCCCS  physician.    If  treated  by  a  CCS  or  AHCCCS  physician,  AHCCCS  will 
reimburse  that  physician  for  AHCCCS-covered  services  that  are  required  by 
the  child's  crippling  condition.    The  level  of  AHCCCS  reimbursement  to  CCS 
physicians  is  the  lowest  of  either  billed  charges,  the  AHCCCS  fee  schedule, 
or  the  CCS  fee  schedule.    AHCCCS  1s  not  responsible,  however,  for  services 
provided  In  CCS  facilities.13 

Residents  of  LTC  Facilities— AHCCCS  contractors  are  liable  only  for  LTC 
eligibles  who  are  enrolled  in  their  plan  at  the  time  they  enter  an  LTC 
facility  and  for  60  days  afterwards,  and  only  for  AHCCCS-covered  services. 
Counties  must  pay  for  all  non-AHCCCS  services.    After  60  days,  the 
facility-based  patient  is  the  responsibility  of  the  county  or  LTC 
contractors.    County  governments  were  given  the  first  opportunity  to  provide 
AHCCCS  benefits  to  LTC  patients  at  $130  per  enroll ee  per  month,  a  rate 
specified  by  the  AHCCCS  director.    If  county  governments  declined  to 
participate,  other  plans  could  bid  on  LTC  contracts  as  long  as  they  had  an 
AHCCCS  contract.    During  the  first  year,  five  plans  were  awarded  six  LTC 
contracts:    Maricopa  Health  Plan,  Maricopa  Health  Plan  for  out-of-county 
residents  in  Maricopa  LTC  facilities,  Mt.  Graham  Community  Health,  Pima 
Health  Plan,  Pinal  General  Hospital,  and  Western  Sun.    Of  these  plans, 
Maricopa  Health  Plan  for  Maricopa  residents  and  Pinal  General  Hospital 
accepted  the  $130  rate.    Pima  bid  a  rate  of  $125  per  enrol  lee  per  month. 
Western  Sun  received  $66.26  for  Medicare  enrollees  and  $255.08  for 
non-Medicare  enrollees,  and  Mt,  Graham  was  paid  capped  fee-for-service. 
Douglas  Clinic  was  also  awarded  a  contract,  but  it  was  never  signed  because 
of  disagreements  regarding  the  contract  terms. 
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Native  Americans— In  the  first  year,  a  special  RFP  was  issued  on 
September  30,  1982,  for  delivery  of  services  to  Native  Americans  who  live  on 
a  reservation  and  who  are  eligible  for  AHCCCS  and  choose  to  enroll  in  an 
AHCCCS  plan.    Reimbursement  to  plans  was  to  be  on  a  capped  fee-for-service 
basis.    This  method  of  reimbursement  was  used  because  there  was  little 
reliable  utilization  data  (Native  Americans  could  use  IHS  facilities  at  any 
time),  and  it  was  difficult  to  calculate  a  reliable  capitation  rate. 

Five  capped  fee-for-service  contracts  were  awarded  on  December  2, 
1982:    Comprehensive  AHCCCS  Plan,  Dynamic  Health  Services,  Mt.  Graham  Health 
Plan,  Samaritan  Health  Services,  and  Traditional  Health  Alliance.  However, 
these  contracts  were  deactivated  on  December  10,  1982.    As  of  March  3,  1983, 
on-reservation  Native  Americans  who  wanted  to  enroll  with  AHCCCS  contractors 
off-reservation  on  a  capped  fee-for-service  basis  could  do  so  in  the 
counties  where  Native  American  contracts  had  been  awarded.  However, 
contract  documents  were  never  drawn  up  or  executed,  nor  were  any  Native 
Americans  ever  enrolled  with  those  plans  under  those  contract  terms. 

An  emergency  regulation  was  adopted  in  July  1983  which  required  all 
AHCCCS  contractors  to  accept  on-reservation  Native  Americans  who  chose  to 
enroll  with  them.    Reimbursement  was  to  be  on  a  capped  fee-for-service  basis. 

Public  and  Private  Empl oyees— The  original  legislative  intention  was  to 
expand  the  AHCCCS  program  to  public  and  private  employees  as  soon  as 
possible.    An  RFP  was  released  on  December  24,  1982,  to  request  bids  for 
public  and  private  groups  in  each  county.    Eight  bidders  submitted  bids  (bid 
prices  for  a  private-sector  individual  are  given  in  parentheses):  Arizona 
Physicians  IPA  ($54.92),  Dynamic  Health  Services  ($62.50),  El  Rio  Santa  Cruz 
($64.52),  Health  Care  Providers  of  Arizona  ($64.06),  Maricopa  Health  Plan 
($52.36),  Pima  Health  Plan  ($52.35),  University  Faml i-Care  ($64.45),  and 
Western  Sun  ($45.92).    Health  Care  Providers,  University  Faml i -Care,  and 
Western  Sun  bid  different  rates  for  Individual  state  and  county  employees 
than  for  private-sector  employees.    Health  Care  Providers  bid  slightly 
higher  rates  ($64.86)  for  both  state  and  county  employees  than  for 
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private-sector  employees.    University  Famli-Care  bid  the  same  rate  for 
county  employees  as  for  private  employees  but  a  slightly  lower  rate  ($63.51) 
for  state  individual  subscribers.    Western  Sun  bid  a  higher  rate  ($49.73) 
for  county  employees  and  still  higher  ($57.18)  for  state  individual 
subscribers.    Because  the  bid  prices  plus  the  MSGI  administrative  charges 
resulted  in  noncompetitive  prices,  It  was  decided  to  defer  extension  of  the 
program  to  nonindigent  groups.    Chapter  XVII  presents  more  detail. 

Impact  of  Automatic  Assignment  on  Bid  Rates 

A  major  unanticipated  issue  during  the  first  year  of  the  program 
concerned  eligibles  who  did  not  choose  to  enroll  in  one  of  the  participating 
plans.    By  November  1982,  45,967  of  the  73,355  persons  eligible  for  AHCCCS 
had  not  enrolled  in  a  plan.    Thus,  procedures  needed  to  be  developed  by  the 
state  AHCCCS  Division  for  handling  their  enrollment  1f  they  did  not  choose  a 
plan  within  a  reasonable  period  of  time.    Several  alternatives  were 
considered:    pro-rata  assignment  based  on  capacity;  assignment  on  a  formula 
basis  using  plan  bid  rates  and  other  factors;  assignment  to  the  bidder  with 
the  lowest  composite  price;  and  assignment  by  category  of  eligibility  to  the 
bidder  with  the  lowest  bid  rate  1n  that  category  of  eligibility.    The  final 
method,  automatically  assigning  nonenrolled  eligibles  by  category  of 
eligibility  to  the  lowest  bidder  in  the  county,  was  selected.  AHCCCS 
officials  believed  that  this  method  was  most  consistent  with  state 
procurement  regulations.    The  specific  procedures  for  assignment  of 
nonenrolled  eligibles  to  AHCCCS  plans  were  not  defined  in  the  RFP.  However, 
during  bidders*  conferences,  potential  bidders  were  advised  that  the 
Administrator  had  the  right  to  assign  persons  who  did  not  make  a  choice 
within  a  specific  period  of  time  to  low  bidders.    Whether  this  would  happen 
and  how  it  would  be  done  in  practice  were  left  unclear. 
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Implementation  of  the  Bidding  Process  for  the  Second  Year 


For  the  second  year  of  program  operation,  a  number  of  refinements  were 
made  to  the  bidding  process.    The  main  refinements  were:    addition  of  new 
covered  services,  option  to  renew  plan  contracts  at  the  same  rates, 
clarification  of  reporting  requirements,  provisions  for  open  enrollment,  and 
mandatory  use  of  the  model  subcontract  developed  by  AHCCCS.    There  were  also 
changes  in  the  evaluation  criteria. 

The  new  services  added  to  the  list  of  AHCCCS-covered  services  in  the 
second  year  were:    (1)  dentures,  (2)  medically  necessary  transportation,  and 
(3)  early  and  periodic  screening,  diagnostic,  and  treatment  (EPSDT)  dental 
services  for  children. 

In  the  second  year,  the  bid  categories  were  modified  to  AFDC,  aged  and 
MI/MN  with  Medicare,  disabled  and  blind  with  Medicare,  disabled  and  blind 
without  Medicare,  and  MI/MN  without  Medicare.    Coverage  for  public  and 
private  employees  was  excluded,  although  the  RFP  mentioned  that  it  would  be 
included  in  the  second  phase  of  the  procurement  for  1983-84.^  As  of  May 
1984,  this  second  phase  had  not  occurred.    Chapter  XVIII  presents  more 
details  on  this  issue. 

The  second-year  provider  RFP  included  a  renewal  option.    The  contract 
for  the  second  year  could  be  extended  by  the  state  for  an  additional  12 
months  at  the  same  capitation  rates.    Both  the  state  and  the  participating 
plan  have  the  right  not  to  renew  the  contract.    There  is  also  a  provision  in 
the  second-year  contract  to  extend  the  provider  contract  for  an  additional 
30  days.    This  provision  was  included  to  provide  flexibility  for  a  possible 
transition. 

Although  both  the  first-year  and  second-year  RFPs  had  a  chapter  titled 
"Proposal  Evaluation,"  these  were  different  in  two  major  ways:    emphasis  on 
price  and  requirements  for  a  full -service  network.    The  first-year  RFP 
stated  that  "potential  contractors  determined  to  be  acceptable  will  be 
ranked  on  the  basis  of  objective  criteria."    These  criteria  were  price, 
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delivery  systems,  and  administrative  simplicity.    The  second-year  RFP, 
however,  stated  that  potential  contractors  would  be  ranked  only  on  the  basis 
of  "composite  price"  rather  than  "objective  criteria."    The  delivery  systems 
and  administrative  simplicity  evaluation  criteria  were  deleted  because  in 
the  second  year,  the  AHCCCS  program  stipulated  minimum  criteria  for  a  health 
care  delivery  system,  so  that  the  primary  competitive  concern  was  the 
composite  price. 

A  draft  of  the  second-year  RFP  was  prepared  by  April  18,  1983. 
Preproposal  conferences  with  potential  bidders  were  held  on  May  9-11,  1983, 
and  the  RF?  was  released  on  May  17.    The  deadline  for  responses  was  June  17, 
1983.    A  bidders'  conference  was  held  on  May  31,  1983,  to  answer  questions 
concerning  the  RFP. 

The  AHCCCS  Division  received  23  bids.    AHCCCS  and  MSGI  estimated  that 
the  bid  rates  submitted  would  result  1n  costs  that  would  exceed  their  budget 
for  capitation  payments  to  plans.    Therefore,  a  meeting  between  AHCCCS  and 
the  plans  was  held  on  June  29,  1983,  where  a  voluntary  price  reduction  was 
requested  of  all  bidders.    Revised  bids  were  submitted  on  July  8,  1983.  The 
revised  bids  produced  winning  bidders  1n  only  two  counties:    Pima  and 
Pinal.    Even  after  the  voluntary  price  reductions,  bids  in  the  remaining  13 
counties  (Yuma  County  was  divided  by  the  legislature  into  two  separate 
counties  effective  January  1,  1984)  exceeded  the  amounts  budgeted. 
Therefore,  a  new  round  of  bidding  was  initiated  with  the  release  of  another 
RFP.    The  deadline  for  submission  of  bids  for  the  second  RFP  for  the  second 
year  of  program  operation  was  July  25,  1983.    The  rebids  were  submitted  by 
this  date,  and  bidders  were  selected  for  the  remaining  counties  on  July  29, 
1983. 

Tables  X-6  and  X-7  list  the  winning  bidders  and  bid  rates  for  the 
second  year  of  the  bidding  process.    New  bidders  that  were  awarded  contracts 
in  the  second  year  were  ACCESS  Patient's  Choice,  Family  Health  Plan  of 
Northeast  Arizona,  Graham  County  Doctors,  Phoenix  Health  Plan,  and  St. 
Joseph  Mercy  Care  Plan,    University  Famli-Care,  a  losing  bidder  in  the  first 
year,  was  awarded  a  contract  in  Pima  County.    The  lowest  composite  bid  rate 
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Table  X-6 

SUMMARY  OF  WINNING  BIDDERS— SECOND  YEAR 


Bidder 


ACCESS  Patient's  Choice 


Arizona  Physicians  IPA 


CIGNA  Health  Plan 

Comprehensive  AHCCCS 

Dynamic  Health  Services 

El  Rio  Santa  Cruz 

Family  Health  Plan  of 
Northeast  Arizona 

Gila  Medical  Services 

Graham  County  Doctors 
Health  Care  Providers 


Counties 

Co  chi  se 
Gila 

Maricopa 
Navajo 
P  fma 
P1  nal 

Santa  Cruz 

Cochise 

Coconino 

Gila 

Graham 

Greenlee 

Maricopa 

Mohave 

Navajo 

P1ma 

Pinal 

Santa  Cruz 
Yuma 

Maricopa 
Coconino 
Mohave 
Pima 


Navajo 

Gila 
Pinal 

Graham 

Maricopa 
Pinal 


Maximum 
Capacity 

5,000 
3,000 
100,000 
2,500 
30,000 
1  xm 
9,000 

8,976 
2,960 
2,000 
1,453 
922 

87,663 
7,000 
3,287 

18,895 
5,348 
2,883 
3,750 

8,000 

all 

8,000 

15,000 

6,500 

4,000 
500 

4,500 

50,000 
2,000 


Composite  Bid* 

$85.49 
91.12 
85.46 
89.42 
94.66 
92.54 
90.62 

84.29 
87.58 
88.00 
83.11 
80.99 
87.14 
84.94 
85.68 
97.25 
90.02 
86.52 
81.37 

99.57 

85.79 

87.15 

71.56 


90.81 

90.52 
96.74 

83.95 

84.76 
97.22 
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Table  X-6  (Concluded) 


oi dder 

Counties 

Maximum 
capaci ty 

Composite 

Maricopa  Health  Plan 

Maricopa 

105,000 

5  90.74 

Norchern  Arizona  Family 
Health  Plan 

Yavapai 

6,500 

96.76 

Phoenix  Memorial 

Maricopa 

20,000 

91.96 

Pima  Health  Plan 

Pima 

38,000 

84.69 

Pinal  General  Hospital 

Pinal 

1 9,000 

77.37 

Samaritan  Health  services 

Apache 
Coconino 
Gila 
Pinal 

2,000 
700 
300 
800 

104.23 
91.95 

A  A  TO 

90.72 
94.77 

St.  Joseph's  Mercy  Care 

Maricopa 

2,250 

88.29 

University  Famli-Care 

Pima 

7,000 

85.11 

Western  Sun 

La  Paz 
Yuma 

1,500 
4,500 

83.86 
84.76 

The  composite  bid  price  1s  a  weighted  average  of  the  prices  bid  by 
category  of  eligibility.    The  weights  used  in  the  first  year  were  based  on 
the  county-wide  proportions  of  eliglbles  by  category  of  eligibility. 

Source:    State  AHCCCS  Division. 
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FINAL  BID  RATES  FOR  THE  SECOND  YEAR  BY  ELIGIBILITY  CATEGORY 


County  and  Plain 
Apache  County 

Cochise  County 
ACCESS  Patient's  Choice 
Arizona  Physicians  I PA 

Coconino  County 
Comprehensive  AHCCCS 

,;";v-  .         i        j';:  I..    ::  Ci-"- ^ 

Samaritan  Health  Service 

yl  i,r.|  '  i!  i.;.,iv.y 

M{  s  ■       it?  rfi  M<y,ryyy'. 

.    ....         iritv.s  ^'M 
Samaritan  Health  Service 
ACCESS  Patient's  Choice 

Graham  County 
Arizona  Physicians  IPA 
Graham  County  Doctors 


AFDC 


Aged  m4 
MI/MN  fedieare 


MI  m 
Non-Medicare 


:>nd  Disabled 
Medicare  Non-Medicare 


K.v&nlee  County 
Arizona  I  hysldians 


MM  .    ■  <  -yiy 

Health  Care  Providers 
Maricopa  Health  Plan 

Arizona  Physicians  IPA 
ACCESS  Patient's  Choice 
Phoenix  Health  Plan 
St.  Joseph 

Dynamic  Medical  Services 
Ai  izona  Physicians 


y ,  :i 

46.46 

49*06 

233.15 

54.06 

68.32 

98.22 

74.68 

211.08 

'yiy-.y 

58.74 

m,:iv 

208.61 

mM> 

48.99 

93.67 

50.95 

186.70 

57.50 

58.74 

94.50 

54.29 

208.61 

65.71 

51.74 

102.01 

54.22 

206.33 

66.40 

y:i:m 

92.35 

66.44 

231.16 

m.s® 

51.74 

9^.50 

54.29 

208.61 

67.51 

47.11 

99.20 

49.65 

190.08 

58.37 

61.32 

98.22 

74.68 

211.08 

63.50 

58.74 

94.50 

54.29 

208.61 

57.28 

95,90 

54.53 

195.25 

59.50 

58.74 

94.50 

54.29 

208.61 

59.76 

mji 

84.75 

58.87 

235.92 

48.98 

58.48 

Bid  :  \.-u 

62.72 

167.33 

58.3G 

31  33 

Bid  Rejected 

31.40 

245.64 

64 .50 

58.74 

92.00 

208.61 

46.97 

68.32 

(yd  r.-:.y,^\yy 

74.68 

y'.yyy 

65.53 

61  Ml 

Bid  Rejected 

69.19 

197.56 

51 .  so 

65.00 

Bid  Rejected 

y:;,yy) 

200.00 

57.92 

59.22 

95.47 

210.13 

57.50 

St.  74 

92.00 

S4.29 

208.61 
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Table  X-7  (Concluded) 


Aged  and 

MI/MN 

Blind 

and  Disabled 

County  and  Plan 

AFDC 

MI/MN  Medicare 

Non-Medicare 

Medicare 

Non-Medicare 

Navajo  County 
Arizona  Physicians  I PA 
ACCESS  Patient's  Choice 
Family  Health  Plan  of 
Northeast  Arizona 

59.50 
58.37 

59.57 

58.74 
68.32 

61.74 

92.00 
98.22 

97.79 

54.29 
74.68 

67.09 

208.61 
211.08 

231.26 

Pima  County 
El  R1o  Santa  Cruz 
Pima  Health  Plan 
Arizona  Physicians  I PA 
ACCESS  Patient's  Choice 
University  of  Arizona 

54.92 
49.03 
67.99 
68.81 
71.33 

58.84 
63.01 
60.98 
74.09 
52.78 

84.88 
126.01 
118.96 
102.28 

85.21 

67.81 
63.01 
56.07 
89.03 
56.04 

122.96 
156.45 

217.96 
216.45 
188.73 

Pinal  County 
Gila  Medical  Services 
Health  Care  Providers 
Pinal  Gen.  Hospital 
Arizona  Physicians  IPA 
Samaritan  Health  Service 
ACCESS  Patient's  Choice 

72.94 
67.49 
64.60 
67.99 
77.08 
63.46 

72.53 
62.12 
54.38 
60.98 
48.00 
74.09 

97.00 
98.01 
74.04 
96.50 
102.01 
102.28 

74.44 
71.64 
105.39 
56.07 
51.13 
89.03 

261.16 
303.80 
178.08 
217.96 
215.46 
216.45 

Santa  Cruz  County 
Arizona  Physicians  IPA 
ACCESS  Patient's  Choice 

59.50 
58.37 

58.74 
68.32 

94.50 
98.22 

54.29 
74.68 

208.61 
211.08 

Yavapai  County 
Northern  Arizona  Family 
Health  Plan 

67.24 

63.49 

99.24 

67.81 

243.78 

Yuma  County 
Western  Sun 

Arizona  Physicians  IPA 

49.94 
51.99 

64.34 
58.74 

100.38 
94.50 

65.31 
58.60 

226.75 
208.61 

La  Paz 
Western  Sun 

52.16 

60.77 

87.83 

61.68 

238.46 

Source:    State  AHCCCS  Division. 
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was  $71.56  for  El  Rio  Santa  Cruz  in  Pi-ma  County,  and  the  highest  was  $104.23 
for  Samaritan  Health  Service/Medical  Care  Systems  in  Apache  County. 

In  the  second  year,  Maricopa  and  Pima  Counties  no  longer  had  the  lowest 
composite  bid  rates;  in  fact,  Arizona  Physicians  IPA's  rate  for  Pima  County 
was  the  highest  among  its  12  county  bids.    The  bids  were  generally  higher  in 
the  second  year— for  example,  Arizona  Physicians'  bids  were  13%  to  37% 
higher  in  each  county  than  its  fairly  uniform  bid  of  $75.26  in  the  first 
year.    The  average  bid  price  for  14  counties  and  19  bidders  was  $88.56. 

As  discussed  earlier,  the  use  of  voluntary  price  reductions  in  year  1 
may  have  led  bidders  to  expect  similar  requests  in  year  2.  This 
expectation,  combined  with  the  fact  that  few  bids  were  rejected  by  the  state 
in  year  1,  may  have  motivated  plans  to  increase  their  bid  prices  in  year  2 
over  what  they  would  have  been  had  there  been  greater  competition  and  had 
initial  bids  been  perceived  as  final. 

Additionally,  the  decision  of  the  state  to  assign  enroll ees  who  did  not 
select  a  plan  to  the  lowest  bidder  may  have  further  complicated  the  bidding 
strategy  in  year  2.    If  a  bidder  believes  that  assigned  enroll ees  can  be 
treated  at  a  lower  cost  than  those  who  elect  a  plan  the  bidder  pursues  one 
of  two  strategies.    The  bidder  either  (1)  attempts  to  be  the  lowest  bidder 
in  order  to  reap  the  benefit  of  low-cost  assigned  enroll ees,  or  (2)  attempts 
to  be  the  highest  acceptable  bidder  so  that  revenues  exceed  costs  by  the 
greatest  possible  margin. 

Table  X-7  summarizes  the  final  bid  rates  for  the  second  year  of  the 
bidding  process.    Rates  are  presented  by  bidder  for  each  county.  Five 
different  rates  are  included,  corresponding  to  the  five  different 
eligibility  groups  for  bidding  purposes.    The  groups  represented  in  the 
table  are:    AFDC  recipients,  the  aged  and  MI/MNs  with  Medicare  coverage, 
MI/MNs  without  Medicare  coverage,  the  blind  and  disabled  with  Medicare 
coverage,  and  the  blind  and  disabled  without  Medicare  coverage. 
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As  would  be  expected,  there  were  significant  differences  in  bid  rates 
between  bidding  categories.    For  example,  the  bid  rates  for  groups  with 
Medicare  coverage  were  substantially  less  than  the  bid  rates  for  comparable 
groups  without  Medicare  coverage.    The  highest  bid  rates  were  for  blind  or 
disabled  AHCCCS  eligibles  without  joint  Medicare  eligibility. 

The  final  bid  rates  for  AFDC  eligibles  had  less  variation  across  plans 
than  those  for  the  other  bidding  categories.    AFDC  rates  ranged  from  a  low 
of  $46.97  for  ACCESS  Patient's  Choice  in  Maricopa  County  to  a  high  of  $77.08 
for  Samaritan  Health  Service  in  Pinal  County.    However,  over  half  of  the 
AFDC  bid  rates  were  clustered  between  $54.00  and  $66.00.    The  bid  rates  for 
the  other  bidding  categories  had  larger  ranges  across  plans. 

One  important  difference  between  the  second  year  and  the  first 
concerned  the  method  for  evaluating  price  bids.    In  the  first  year,  bids 
were  evaluated  according  to  a  composite  capitation  rate  that  weighted  the 
bids  for  categories  of  eligibles  by  the  estimated  number  of  eligibles  in 
that  category  statewide.    Award  decisions  were  based  on  composite  bids 
(i.e.,  all  county  contracts  were  awarded  for  all  categories  of  AHCCCS 
eligibles).    In  the  second  year,  composite  rates  were  calculated  using  the 
county  distribution  of  eligibles,  and  the  winning  bids  were  not  necessarily 
awarded  all  categories  of  eligibility.    Although  most  winning  bidders  were 
awarded  contracts  for  all  categories  of  eligibility,  this  was  not  the  case 
in  Maricopa  County.    To  meet  budgetary  restrictions,  separate  awards  were 
made  in  Mar'copa  County  by  category  of  eligibility.    Of  the  seven  plans 
awarded  bids  in  Maricopa  County,  only  two  bids  were  accepted  for  the  MI/MN 
non-Medicare  category—the  bids  of  Health  Care  Providers  and  Arizona 
Physicians  IPA. 

As  a  result  of  the  state's  decision  not  to  award  a  contract  for  the 
MI/MN  category  to  Maricopa  Health  Plan,  the  plan  filed  a  lawsuit  charging 
that  the  state  had  acted  unlawfully  outside  the  established  procedures  for 
conducting  the  bidding  process.    During  the  trial,  Maricopa  County  argued 
that  its  bid  reflected  the  cost  of  delivering  care  to  MI/MN  eligibles  who 
were  enrolled  in  Maricopa  Health  Plan  in  the  first  year.    (The  final  MI/MN 
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bids  for  Health  Care  Providers,  Arizona  Physicians  IPA,  and  Maricopa  Health 
Plan— plans  that  served  Maricopa  County  In  the  first  year— were  $84.75, 
$92.00,  and  $125.44,  respectively.)    The  judge  decided  1n  favor  of  the 
state,  and  Maricopa  Health  Plan  lost  the  AHCCCS  MI/MN  population. 

AHCCCS  officials  estimated  that  $25  million  was  saved  by  the  state  as  a 
result  of  the  final  price  reductions  (i.e.,  the  difference  between  the  cost 
of  the  original  bids  and  the  cost  of  the  final  bids  after  the  voluntary 
price  reductions  and  the  second  round  of  bidding).    The  contracts  for  the 
second  year  of  program  operation  became  effective  on  October  1,  1983. 

A  separate  RFP  was  released  in  the  second  year  for  services  delivered 
to  those  in  long-term  care  Institutions.    This  RFP  allowed  counties  to  bid 
the  AHCCCS  director's  rate  ($130)  and  others  to  offer  a  specific  rate.  The 
population  to  be  served  in  the  second  year  was  changed  from  county  residents 
in  LTC  Institutions  to  all  those  in  LTC  institutions  in  the  county.  Winning 
bidders  were:    Maricopa,  Pima,  and  Pinal  Counties  at  the  director's  rate  of 
$130,  and  Dynamic  Health  Services  ($135.27  Medicare,  $277.44  non-Medicare), 
and  Western  Sun  ($79.45  Medicare,  $264.09  non -Medicare). 

In  the  second  year  of  the  bidding,  Native  Americans  no  longer  had 
separate  RFPs.    All  plans  that  bid  were  required  to  serve  both 
on-reservation  and  off-reservation  Native  Americans  who  chose  to  enroll  in  a 
plan.    However,  reimbursement  continued  to  be  based  on  capped 
fee-for-service  rather  than  prepaid  capitation. 

Table  X-8  summarizes  the  changes  and  clarifications  that  occurred 
during  the  first  and  second  years  of  the  bidding  process.    The  changes  and 
clarifications  are  organized  according  to  the  components  of  the  bidding 
process  that  were  used  to  describe  the  mandated  features  of  SB1001  in 
Table  X-2.    The  table  thus  illustrates  the  changes  and  clarifications  in  the 
major  components  of  the  bidding  system  made  over  time. 
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Table  X-8 


SUMMARY  OF  CHANGES  AND  CLARIFICATIONS  DURING 
FIRST  AND  SECOND  YEARS  OF  AHCCCS  BIDDING  PROCESS 


Major  Component 


Changes  and  Clarifications 


Beneficiary  eligibility 


Covered  services 

Provider  eligibility 
Provider  reimbursement 


Bidding  procedures 


Methods  for  evaluation 
of  bids  and  award  of 
contracts 


Two  bid  categories,  disabled  and  blind,  were 
changed  to  the  bid  categories:  disabled 
and  blind  with  Medicare,  and  disabled  and 
blind  without  Medicare  (Year  2) 

State,  county,  and  private  employee  groups  not 
included  (Years  1  and  2) 

Additional  services  covered:    Medically  necessary 
dentures  (Year  2),  Medically  necessary  trans- 
portation (Year  2),  EPSDT  dental  (Year  2) 

No  changes 

Reservation  price  for  LTC 

$130  per  member  per  month  (Years  1  and  2) 
Performance  incentives 
Native  Americans— 15%  of  capped  fee-for-serice 
claims  payment  held  In  reserve  to  be  disbursed 
If  costs  per  capita  less  than  125%  of  statewide 
average  per  capita  (Years  1  and  2) 
Reinsurance  for  catastrophic  expenses 
Plan  responsibility  limited  to  deductible  of 
$20,000  (Years  1  and  2)  for  inpatient  and  emer- 
gency claims.    In  Year  2  only,  plans  had  to  pay 
10%  coinsurance  of  amounts  in  excess  of  $20,000 

Preference  for  full -county  bids  (Years  1  and  2) 
Full -service  bids  only  (Year  2) 
RFPs  for  special  populations 

LTC  (Years  1  and  2),  Native  Americans  (Year  1) 
Option  to  renew  contract  for  one  more  year  if 

both  state  and  contractor  agree  (Year  2) 
Provision  for  extension  of  contract  for  30  more 

days  (Year  2) 

Composite  bid  price  calculated  using  statewide 

category  weights  (Year  1) 
Composite  bid  price  calculated  using  county 

category  weights  (Year  2) 
Composite  bid  price  not  used  in  Maricopa 

County  for  award  (Year  2) 
Award  of  contracts  based  on  lowest  qualified 

bids  subject  to  county  budgetary  constraints 

(Years  1  and  2) 
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Table  X-8  (Concluded) 


Major  Component 


Changes  and  Clarifications 


Enrollment  procedures 
for  patients/el igibles 


Beneficiary  cost 
sharing 


Utilization  review  and 
quality  assurance 
requirements 


Other  contract 
requirements 


Administration  of 
competitive  bidding 
system 


Selection  of  plan  by  AHCCCS  el igibles  if 

more  than  one  plan  in  county  (Years  1  and  2) 
Automatic  assignment  to  lowest  bidder  in 

county  if  choice  not  made  within  45  days  (Year  2) 
Open  enrollment  period  of  30  days  for 

enroll ees  to  change  plans  (Year  2) 
Marketing  practices  reviewed  by  state 

(Years  1  and  2) 

Nominal  copayments  for  beneficiary 

Physician  office  visit  -  $.50* 

Drugs  and  medication  -  $.50* 

Nonemergency  surgery  -  $5.00  ($15  for  medically 

needy  in  Year  1)    (Years  1  and  2) 
Co-premiums  for  medically  needy  of  $15.00  per  month 

retroactively  discontinued    (Year  2) 
Gatekeeper  mechanism  mandatory  (Years  1  and  2) 
Changes  of  plan  only  during  open  enrollment 
period  (Years  1  and  2) 

RFP  requirement  for  quality  and  utilization 
review  programs  for  all  plans  (Years  1  and  2) 

Quality  audits  to  be  conducted  by  AHCCCS 
Administration  (Year  2) 

Use  of  model  subcontract  by  all  plans  (Year  2) 
Data  reporting  requirements 

Encounter  and  financial  data  reports  (Years  1  and  2) 

Sanctions  (Year  2) 
Performance  bonds  1  month's  capitation 

payments  (Years  1  and  2) 

The  Administrator  conducted  the  bidding  process 
including  bid  evaluation  and  selection  under 
rules  and  regulations  of  the  Department  of  Health 
Services.    The  DHS  reviewed  bids  and  awarded 
contracts.    (Years  1  and  2) 


Note:    Year  1  =  Changed  or  clarified  for  Year  1  bidding. 

Years  1  and  2  3  Changed  or  clarified  for  Years  1  and  2  bidding 
Year  2  =  Changed  or  clarified  for  Year  2  bidding. 

★ 

In  the  first  year  only,  medically  needy  members  paid  $1.00  for  doctor's  visits 
and  $1.00  for  prescriptions.    In  the  second  year,  the  copayments  were 
standardized  for  all  eligible  groups  at  the  same  rate. 


Source:    State  AHCCCS  Division. 


X-38 


Analysis  of  Bidding  Issues 

In  this  section  three  major  bidding  issues  will  be  examined: 

.    Bidding  strategies 

.    Changes  in  bidders  over  time 

.    Stimulation  of  development  of  new  health  plans  by  AHCCCS. 
Bidding  Strategies 

From  the  provider's  perspective,  the  success  of  a  bidding  strategy  can 
be  measured  by  whether  or  not  a  contract  was  obtained,  whether  the  bid  rates 
were  sufficient  to  cover  the  costs  of  delivering  required  services,  and 
whether  the  competitive  position  was  satisfactory  compared  to  other  bidders. 

It  was  recognized  by  most  persons  involved  in  the  bidding  process  that 
development  of  the  first-year  cost  bids  was  hampered  by  a  lack  of  solid 
actuarial  data.    Therefore,  there  was  a  high  level  of  uncertainty  concerning 
the  utilization  rates  that  would  be  experienced  for  AHCCCS  enroll ees.  This 
was  true  both  in  the  aggregate  for  the  total  AHCCCS  population  and,  more 
importantly,  for  the  utilization  patterns  of  AHCCCS  enrol  lees  1n  a  specific 
plan  where  selection  effects  potentially  could  severely  distort  average 
utilization  patterns. 

The  problem  of  lack  of  relevant  data  was  handled  in  a  variety  of  ways. 
The  state  distributed  data  on  utilization  rate  ranges  by  type  of  medical 
service  and  category  of  eligibility.    Some  bidders  used  data  from  other 
state  Medicaid  programs  as  a  baseline.    Some  bidders  relied  exclusively  on 
consultants  who  furnished  data.    One  of  the  existing  HMOs  used  its  own 
internal  utilization  data  in  conjunction  with  review  by  an  outside 
consul tant. 

Other  factors  that  affected  bidder  strategy  included  the  following: 
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The  state  expressed  a  preference  for  multiple  contracts  to  be 
awarded  in  each  county.    Therefore,  bidders  knew  that  they  were  not 
forced  to  compete  for  the  lowest  bid. 

Although  the  methods  for  assigning  nonenrolled  eligibles  had  not 
been  announced,  it  was  generally  thought  that  there  would  be 
advantages  to  being  the  "low  bidder." 

After  the  original  bids  were  submitted,  they  became  public 
information.    Therefore,  all  bidders  had  complete  knowledge  of  all 
bids  at  the  time  of  the  voluntary  price  reductions. 

Even  though  estimates  of  the  cost  of  supplying  medical  care  to 
indigents  under  a  prepayment  plan  were  not  very  good  because  of  a 
lack  of  appropriate  data,  bidders  had  to  devise  bidding  strategies 
based  on  these  estimates. 

These  were  differences  in  organizational  characteristics  and 
objectives  of  individual  plans,  and  some  bidders  were  better 
informed  than  others  about  other  bidders  and  about  the  program. 

The  types  of  competitive  strategies  used  by  plans  varied  widely.  Plan 
personnel  were  asked  to  characterize  the  major  strategy  that  they  employed 

in  the  first  and  second  years  of  the  bidding  process  and  to  identify 
strategies  that  they  felt  were  used  by  competitors.    Most  bidders  used  a 
combination  of  strategies.    The  strategies  identified  were  the  following: 

(!)   Fiscally  conservative— Attempt  to  ensure  that  all  costs  are 
covered  by  using  conservative  assumptions  in  preparing  the 
capitation  rates  to  be  bid.   This  use  of  conservative  assumptions 
attempts  to  take  uncertainty  and  selection  effects  into  account. 

(2)  Actuarial  basis— Use  historical  data  on  costs  and  utilization 
rates  for  similar  population  groups  in  an  established  program  to 
develop  realistic  bids.   Adjust  bid  rates  upward  to  account  for 
possible  adverse  selection. 

(3)  Rely  on  consultant— Retain  a  consultant  with  expertise  in  rate 
setting.    Rely  heavily  on  the  consultant  to  set  the  capitation  bid 
rates  based  on  data  furnished  by  the  consultant. 

(4)  "Back  of  the  envelope'1— The  principals  in  the  plan  develop  their 
own  bid  rates  using  the  data  on  utilization  ranges  distributed  by 
the  state.    The  bid  rates  are  developed  by  using  "ballpark"  cost 
figures  until  the  total  capitations  seem  to  be  in  a  feasible  range. 

(5)  Low  bidder— No  bidder  acknowledged  trying  to  be  the  low  bidder  in 
the  county  to  gain  whatever  advantages  might  accrue  to  the  low 
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bidder.  However,  several  bidders  felt  that  this  strategy  was  used 
by  at  least  one  competitor. 

(6)  Bid  against  state  budget- -At  least  limited  information  on  the  size 
of  the  state  budget  was  available  to  bidders.    Although  no  bidders 
acknowledged  using  this  strategy,  they  felt  that  some  competitors 
used  this  information,  possibly  as  a  secondary  source,  to  identify 
the  acceptable  range  for  bids  from  the  state  perspective  and 
possibly  to  determine  the  level  of  their  bid. 

(7)  Loss  leader— To  attempt  to  cover  marginal  costs  only,  or  incur 
small  losses,  in  order  to  maintain  revenue  sources  or  to  ensure 
that  the  bid  1s  not  rejected.   Again,  no  bidder  acknowledged  using 
this  strategy. 

(8)  Middle  of  the  pack— Since  the  state  indicated  that  multiple 
contracts  would  be  awarded,  many  bidders  tried  to  ensure  that 
their  bid  would  fall  somewhere  in  the  middle  of  the  range  of 
competing  bids. 

In  sugary,  during  the  first  year  of  the  bidding  process,  very  few  if 
any  plans  felt  they  had  a  good  understanding  of  the  costs  and  utilization 
that  they  would  experience  under  AHCCCS.    There  was  also  little  information 
available  on  possible  selection  effects.    Additional  uncertainty  was 
introduced  because  the  state  had  not  announced  the  policy  for  assigning 
nonenrolled  el 1g1bles.    To  compensate  for  lack  of  Information  and 
uncertainty  over  costs,  there  appeared  to  be  a  tendency  to  build  additional 
reserves  or  risk  premiums  Into  the  rates.    In  fact,  most  plan  personnel 
maintained  that  they  felt  comfortable  with  their  bid  rates,  and  they 
expressed  little  concern  over  the  adequacy  of  their  bid  rates  to  cover  the 
costs  of  providing  required  services.    This  issue  is  discussed  in  more 
detail  in  Chapter  XIII. 


Changes  in  Bidders  Over  Time 

The  winning  bidders  in  the  first  and  second  years  of  the  AHCCCS  bidding 
process  were  presented  in  Tables  X-3  and  X-6,  respectively.    The  following 
13  plans  were  awarded  contracts  in  both  years: 
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.    Arizona  Physicians  IPA 

.    CIGNA  Health  Plan 

.    Comprehensive  AHCCCS  Plan 

.    Dynamic  Health  Services 

.    El  Rio  Santa  Cruz 

.    Gila  Medical  Services 

.    Health  Care  Providers 

.    Maricopa  Health  Plan 

.    Northern  Arizona  Family  Health  Plan 

.    Pima  Health  Plan 

.    Pinal  General  Hospital 

.    Samaritan  Health  Services 

.    Western  Sun. 

Table  X-9  identifies  the  first-year  full -service  bidders  that  were 
denied  contracts.    University  Famli-Care,  a  staff  model  plan,  was  denied 
contracts  in  Pima  and  Cochise  counties  because  of  high  prices.  The 
Southeast  Arizona  Government  Organizations  (SEAGO),  a  county-sponsored  group 
model  plan  that  bid  in  Cochise  County,  was  also  denied  because  of  high 
price.    The  bid  for  Maricopa  County  from  Andercare,  a  physician-sponsored 
IPA,  was  denied  because  of  the  limited  nature  of  the  proposed  health  care 
delivery  system.    Dr.  Anderson  proposed  a  capacity  of  700  enroll ees  within 
the  five  ZIP  codes  around  his  office  location  in  Phoenix. 

In  Table  X-10,  the  first-year  AHCCCS  plans  that  did  not  receive  a 
contract  in  the  second  year  are  identified.    Coconino  Health  Care,  a 
county-sponsored  staff  model  plan,  decided  not  to  bid  in  the  second  year  as 
a  prime  contractor  but  participated  as  a  subcontractor  to  Arizona  Physicians 
IPA.    Mt.  Graham  Health  Plan,  a  hospital -sponsored  group  model  plan,  bid  in 
the  second  year  but  was  not  awarded  a  contract.    They  were  replaced  in 
Graham  County  by  a  new  plan,  Graham  County  Doctors,  that  had  essentially  the 
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Table  X-9 

LOSING  FULL-SERVICE  BIDDERS  IN  THE  FIRST  YEAR 


Plan 


Andercare 

Southeast  Arizona  Government 

Organization  (SEAGO) 
University  Faml i-Care 


Sponsorship 
Physician 


County 
Other 


Type 


Individual  practice 
association  (IPA) 

Group  model  plan 
Staff  model  plan 


★ 

Categories  of  sponsorship  are  physician,  hospital,  county,  and  other.  For 
a  more  detailed  description  see  Chapter  XI. 

+Categories  of  type  are  group  model  plan,  staff  model  plan,  individual 
practice  association  (IPA),  and  loosely  organized  configuration  of 
physicians  and  hospitals.    For  a  more  detailed  description  see  Chapter  XI. 

Source:    State  AHCCCS  Division. 
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Table  X-10 

AHCCCS  FIRST-YEAR  PLANS  THAT  DID  NOT  RECEIVE  A  CONTRACT  IN  SECOND  YEAR 


*  + 

 Plan    Sponsorship  Type  Reason  

Coconino  Health  Care      County  Staff  model  plan   Did  not  bid 

Mt.  Graham  Health  Plan   Hospital         Group  model  plan   Bid  but  not  awarded  a 

contract 

Pima  Care  Other  Group  model  plan   Did  not  bid 


Categories  of  sponsorship  are  physician,  hospital,  county,  and  other.  For 
a  more  detailed  description  see  Chapter  XI. 

"^Categories  of  type  are  group  model  plan,  staff  model  plan,  individual 
practice  association  (IPA),  and  loosely  organized  configuration  of 
physicians  and  hospitals.    For  a  more  detailed  description  see  Chapter  XI. 

Source:    State  AHCCCS  Division. 
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same  providers  as  Mt.  Graham  but  was  sponsored  by  physicians.    Pima  Care  was 
an  established  group  model  plan  that  had  been  in  operation  for  10  years  in 
Tucson.    In  the  first  year,  Pima  Care  bid  in  Pima  County,  but  with  a 
relatively  small  capacity  of  1,500  enrollees.    It  declined  to  bid  in  the 
second  yeer. 

AHCCCS  eligibles  who  were  enrolled  in  Coconino  Health  Care,  Mt.  Graham 
Health  Plan,  or  Pima  Care  were  forced  to  switch  to  other  plans  during  the 
open  enrollment  period  at  the  end  of  the  first  year  of  operation. 
Approximately  3,500  eligibles  were  affected  (1,000  in  Coconino,  1,000  in  Mt. 
Graham,  and  19500  in  Pima  Care).    In  addition,  approximately  15,000  MI/MN 
enrollees  in  Maricopa  Health  Plan  were  forced  to  switch  when  its  bid  for  the 
MI/MN  category  of  eligibles  was  rejected  in  the  second  year. 

Table  X-ll  presents  the  new  bidders  in  the  second-year  bidding  process 
(i.e.,  plans  that  did  not  bid  in  the  first  year).    ACCESS  Patient's  Choice, 
an  IPA,  bid  for  all  counties  except  Graham,  and  its  bid  was  accepted  for 
seven  counties:    Cochise,  G1la,  Maricopa,  Navajo,  Pima,  Pinal,  and  Santa 
Cruz.    Arizona  Health  Gatekeepers,  a  physician-sponsored  IPA,  bid  in  all  15 
counties.    None  of  its  bids  were  found  to  be  technically  acceptable.  The 
bid  by  Cochise  Family  Health  Plan,  a  group  model  plan,  was  denied  because  of 
price.    Faffiily  Health  Plan  of  Northeast  Arizona,  a  hospital -sponsored  IPA, 
bid  in  Apache,  Coconino,  Gila,  and  Navajo  counties,  but  only  the  Navajo  bid 
was  accepted.    Graham  County  Doctors,  the  physician-sponsored  group  model 
plan  that  seceded  from  the  Mt.  Graham  Health  Plan,  was  awarded  a  contract  in 
Graham  County.    Holy  Cross  Hospital,  a  hospital -sponsored  group  model  plan, 
bid  in  Santa  Cruz  County  but  was  rejected  because  of  cost.    Phoenix  Health 
Plan  and  St.  Joseph's  were  two  new  bidders  in  Maricopa  County.    Both  of 
these  hospital -sponsored  plans  participated  as  subcontractors  during  the 
first  year  of  the  AHCCCS  program. 

Table  X-12  presents  a  comparison  of  full -service  bids  and  contracts 
awarded  (excluding  LTC  contracts  and  OES),  by  county  for  the  first  and 
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Table  X-ll 


NEW  AHCCCS  BIDDERS  IN  THE  SECOND  YEAR 


Plan 


ACCESS  Patient's  Choice 

Arizona  Health 

Gatekeepers 
Cochise  Family  Health 

Plan 

Family  Health  Plan  of 

Northeast  Arizona 
Graham  County  Doctors 
Holy  Cross  Hospital 
Phoenix  Health  Plan 
St.  Joseph's  Mercy  Care 


Sponsorship 


Number 

of 
Initial 

Bids 


Number 
of  Bids 
Awarded 


Other 

Individual  practice 

14 

7 

association  (IPA) 

Physician 

Individual  practice 

15 

0 

association  (IPA) 

Other 

Group  model  plan 

1 

0 

Hospital 

Individual  practice 

4 

1 

association  (IPA) 

Physician 

Group  model  plan 

1 

1 

Hospital 

Group  model  plan 

1 

0 

Hospital 

Group  model  plan 

1 

1 

Hospital 

Staff  model  plan 

1 

1 

★ 

Categories  of  sponsorship  are  physician,  hospital,  county,  and  other.  For 
a  more  detailed  description  see  Chapter  XL 

"^Categories  of  type  are  group  model  plan,  staff  model  plan,  individual 
practice  association  (IPA),  and  loosely  organized  configuration  of 
physicians  and  hospitals.    For  a  more  detailed  description  see  Chapter  XI. 

Source:    State  AHCCCS  Division. 
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Table  X-12 


NUMBER  OF  BIDS  AND  CONTRACTS  AWARDED  BY  COUNTY* 
IN  THE  FIRST  AND  SECOND  PROGRAM  YEAR 


First  Year— 1 0/82-9/83 
Number 


County 

Apache 

Cochise 

Coconino 

Gila 

Graham 

Greenlee 

Maricopa 

Mohave 

Navajo 

Pima 

Pinal 

Santa  Cruz 
Yavapai 
Yuma 
La  Paz 

Total 

Average  bids/ 
county 

Number  of 
plans 


of  Full- 
Service  Bids 

2 
3 
4 
2 
2 
1 
7 
2 
1 
5 
4 
2 
2 
2 


39 


2.79 


20 


Number  of 
Contracts 
Awarded 

1 
1 
4 
2 
2 
1 
5 
2 
1 
4 
4 
1 
1 
2 


31 


Second  Year— 10/83-9/84 
Original 


Number  of 
Full -Service  Bids 

5 
4 
7 
6 
4 
3 
8 
5 
5 
6 


2.21 


17 


76 
5.07 
23 


Final  Number 

of  Full- 
Service  Bids 

4 

3 
6 
5 
4 
2 
8 
4 
4 
5 
6 
3 
3 
3 
_3 

63 


4.20 


Number  of 
Contracts 
Awarded 

1 

2 
3 
4 
2 
1 
7 
2 
3 
5 
6 
2 
1 
2 
J_ 

42 


2.80 


23 


19 


★ 

This  table  includes  both  full-county  and  partial -county  contracts. 
Source:    State  AHCCCS  Division. 
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second  years  of  the  bidding  process.    For  the  second  year,  both   he  number 
of  original  bidders  and  the  number  of  final  bidders  after  the  voluntary 
price  reductions  and  second  round  of  bidding  are  presented. 

in  the  first  year,  a  total  of  39  full-service  bids  (for  Individual 
counties  or  portions  of  counties)  were  received  from  20  different 
organizations.    Maricopa  County  received  the  largest  number  of  bids  with 
seven.    Pima  County  received  five  bids,  and  four  bids  were  received  by 
Coconino  and  Pinal  Counties.    Cochise  County  received  three  bids,  and  all 
remaining  counties  received  two  full-service  bids  except  Green  ee  and 
2  o  which  received  single  bids.   Apache  County  received  only  one  initial 
bid,  but  a  second  bid  was  received  1n  response  to  a  supplemental  P.FP. 

After  evaluation  of  bids,  five  contracts  were  awarded  in  Maricopa 
County,  and  four  contracts  were  awarded  In  Coconino,  Pima,  and  Pinal 
Counties.   All  other  counties  received  a  single  contract  except  G  a. 
Graham,  Mohave,  and  Yuma  (two  contracts  each).    In  general,   h  ountie 
with  a  single  contract  had  the  smallest  numbers  of  AHCCCS  ellgibles.  The 
option  was  Yavapai  County,  where  two  contracts  Initially  were  awarded  to 
Arizona  Physicians  IPA  and  Northern  Arizona  Family  Health  Plan.    In  this 
county,  Arizona  Physicians  IPA  was  forced  to  withdraw  its  bid  after  failing 
to  demonstrate  a  satisfactory  delivery  system. 

A  total  of  17  different  plans  received  AHCCCS  contracts  in  the  first 
vear  for  one  or  more  counties.    In  addition,  six  separate  contracts  were 
awarded  for  care  to  residents  of  long-term-care  facilities.    As  shown  in 
Table  X-12,  the  average  number  of  bids  per  county  Increased  from  2.8  m  the 
first  year  to  5.1  in  the  second  year,  an  Increase  of  82%.    Contracts  awarded 
per  county  also  increased  from  2.2  to  2.8,  an  increase  of  27%. 

In  the  second  year,  all  counties  initially  received  a  minimum  of  four 
bids   except  Greenlee  County,  which  received  three  bids.    After  the 
voluntary  price  reduction  and  the  second  round  of  bidding,  the  total  number 
of  full-service  bids  decreased  from  76  to  63  (as  a  result  of  withdrawal  of 
one  bidder,  Arizona  Health  Gatekeepers,  which  originally  submitted  bids  ,n 
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each  county).    The  number  of  final  bids  received  by  counties  ranged  from  two 
(Greenlee)  to  eight  (Maricopa).    Coconino  and  Pinal  Counties  received  six 
full -service  bids,  and  Gila  and  Pima  received  five  bids.    All  other  counties 
received  three  or  four  final  bids. 

As  in  the  first  year,  single  contracts  were  awarded  in  Apache, 
Greenlee,  and  Yavapai  Counties.   A  single  contract  was  also  awarded  in 
La  Paz  County,  which  was  separated  from  Yuma  County  during  the  first  year. 
Two  contracts  were  awarded  in  five  of  the  smaller  counties:  Cochise, 
Graham,  Mohave,  Santa  Cruz,  and  Yuma.    All  other  counties  were  awarded  three 
or  more  contracts,  Maricopa  being  the  highest  with  seven  separate  contracts. 

In  the  second  year,  the  number  of  full -service  bidders  increased  from 
20  to  23,  and  the  number  of  different  organizations  receiving  contracts 
increased  from  17  to  19.    In  addition,  5  separate  long- term-care  contracts 
were  awarded.    Of  the  14  original  counties,  6  had  a  larger  number  of 
contracts  awarded  in  the  second  year  than  in  the  first  year,  and  7  counties 
had  the  same  number  of  contracts.    Only  Cononino  County  had  a  smaller  number 
of  contracts,  partly  because  the  county-based  plan  did  not  bid  in  Coconino 
County  in  the  second  year. 

Stimulation  of  Development  of  New  Health  Plans  by  AHCCCS 

Because  new  plans  played  a  pivotal  role  in  the  first  and  second  years 
of  the  bidding  process,  the  issue  of  new-plan  development  will  be  explored 
in  more  detail.  In  particular,  factors  related  to  the  AHCCCS  program  that 
stimulated  the  development  of  new  prepaid  health  plans  will  be  discussed. 

As  of  December  1981,  shortly  after  passage  of  the  AHCCCS  legislation, 
there  were  four  established  HMOs  in  Arizona:    INA  Health  Plan  and  Arizona 
Health  Plan  in  Phoenix,  and  Pima  Care  and  Neighborhood  Health  Care  Plan 
(El  Rio  Santa  Cruz)  in  Tucson.    There  were  also  two  new  HMOs  in  Tucson— INA 
Health  Plan  and  Intergroup  Prepaid  Health  Services— that  had  recently 
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ooened    There  were  no  HMO,  outside  the  Phoenix  and  Tucson  metropolian 
7Z    Thus,  few  physicia,,  1n  Arizona  had  experience  ,1th  prepa,d  plans. 

When  bids  for  AHCCCS  |*re  submitted  1n  August  1982,  approximately  8 
months  later,  the  AHCCCS  p  »gram  received  full-service  bids  from  20 
different  organizations  «j*  offered  to  deliver  .  full  v*nge  of  health 
services  under  a  prep«id  c,,f1tat1pn  reimbursement  arrangement    The  four 
established  HMOs  submitted  .Ids,  but  the  two  newly  operational  HMOs  did 
not    Therefore,  a  total  o,  16  new  prepaid  health  plans  were  developed 
between  December  1981  and  U  1982  to  bid  for  AHCCCS  ellgibles.    Three  new 
organizations'  bids  were  d|led,  but  the  remaining  13  organizations  w«re 
awarded  contracts. 

One  requirement  for  a,,  effective  competitive  bidding  process  is  to  have 
a  sufficient  number  of  b14  |*rs.    In  the  early  months  of  AHCCCS  development, 
it  was  feared  that  there  mi  jht  not  be  enough  bidders  in  any  county  except 
Maricopa  and  Pima.    It  was  ilso  feared  that  only  one  bidder,  Arizona 
Physicians  IPA,  would  bid   f  the  rural  county.    If  thts  occurred,  health 
care  competition  would  not  develop  1n  these  are*s. 

In  the  first  year  of  (idding,  six  rural  counties  h^d  two  full-service 
bidders,  Pinal  and  Coconln^  Counties  each  had  four  full-service  bidders,  and 
only  four  of  the  smaller  r|fal  counties  had  a  single  bidder.    Pima  County 
had  five  bidders  and  Marlq  pa  County  seven  ful  l -service  bidders. 

In  general,  AHCCCS  of  icials  were  heartened  by  the  large  number  of 
full -service  bids  submitted  which  surpassed  thf  expectation  pf  most 
observers  of  the  biding  p, :  xess.    The  reasons  for  the  stlmulatipn  of  more 
than  the  expected  number  o   bidders  involved: 

The  legislative  retirements  for  bidder  eligibility 
.    AHCCCS  promotional  activi  ties 
.    Previous  effqrt 

Interest  in  maintaining  or  increasing  market  sh<ire 
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.  Start-up  funds  required 

.  Arizona  Hospital  Association  efforts 

.  Role  of  consultants 

.  State  technical  assistance 

.  Communication  among  plans. 

These  factors  are  discussed  in  the  following  pages. 

Legislative  Requirements  for  Bidder  Eligibil ity— -SB1Q01  specified  very 
liberal  organizational  requirements  for  plans.    The  intention  was  to 
encourage  the  maximum  number  of  bidders.    Neither  federal  qualification  nor 
state  certification  was  required.    In  addition,  no  financial  deposits  or 
reserves  were  required.    There  was  also  no  requirement  for  a  history  of 
delivering  medical  services.    Bidders  had  only  to  demonstrate  that  an 
organizational  framework  existed  within  which  they  had  the  capacity  to 
deliver,  or  had  agreements  with  subcontractors  to  deliver,  required 
services.    Most  observers  agree  that  this  liberality  was  a  key  factor  in 
allowing  new  organizations  to  form  and  then  to  bid  on  AHCCCS,  especially 
since  organizational  development  had  to  occur  over  such  a  short  period  of 
time. 

AHCCCS  Promotional  Activities— Because  AHCCCS  was  concerned  about  the 
possible  lack  of  bidders  for  the  competitive  bidding  process,  a  variety  of 
actions  were  taken  to  attempt  to  increase  the  number  of  bidders.  High-level 
AHCCCS  officials  met  with  provider  groups  around  the  state  to  encourage  them 
to  bid  on  AHCCCS.    AHCCCS  was  a  highly  visible  undertaking,  and  most  if  not 
all  providers  in  Arizona  were  aware  of  the  program.    Provider  groups  were 
actively  encouraged  by  the  state  to  form  organizations  and  submit  bids. 
After  the  first-year  RFP  was  released,  a  series  of  technical -assistance 
workshops  sponsored  by  AHCCCS  were  held  around  the  state  to  provide 
technical  assistance  to  potential  bidders. 
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Previous  Efforts— Several  groups  and  individuals  around  the  state  had 
explored  the  development  of  organizations  to  deliver  medical  services. 
These  ranged  from  a  feasibility  study  for  an  IPA  model  HMO  to  an  effort  to 
develop  a  network  of  health  clinics.    Therefore,  some  groups  had  already 
engaged  in  substantial  preliminary  planning  activities,  and  AHCCCS  became  a 
stimulus  for  developing  their  organizations. 

Another  factor  responsible  for  the  stimulation  of  new  prepaid  health 
plan  development  by  AHCCCS  was  the  strong  participation  by  the  counties. 
Because  of  their  historical  role  in  the  financing  and  delivery  of  indigent 
health  services,  counties  were  very  Interested  in  the  AHCCCS  bidding 
process.    In  the  first  year,  AHCCCS  accepted  bids  from  plans  that  were 
sponsored  and  developed  by  Maricopa,  Pima,  Coconino,  and  Pinal  Counties. 
The  presence  of  a  county  health  bureaucracy  with  an  established  clientele, 
together  with  the  tenuous  nature  of  the  AHCCCS  experiment,  gave  counties 
substantial  reasons  to  bid. 

In  addition,  there  were  other  Individuals  around  the  state— health 
planners,  hospital  administrators,  etc. --who  responded  to  the  AHCCCS 
opportunity  by  forming  consulting  firms  to  assist  interested  provider  groups 
in  setting  up  their  organizations  and  submitting  bids. 

Interest  in  Maintaining  or  Increasing  Market  Share— One  Phoenix-based 
IPA  announced  that  it  was  bidding  in  all  counties.    It  contacted  physicians, 
hospitals,  and  other  providers  to  become  subcontractors.    Many  providers  who 
did  not  wish  to  participate  as  this  organization's  subcontractor  felt  that 
they  needed  to  find  other  ways  to  participate.    They  were  concerned  about 
disruption  of  referral  and  hospitalization  patterns,  loss  of  decision-making 
power  for  care  delivery,  and  loss  of  market  share  and  revenue  if  they  did 
not  participate.    Several  observers  felt  that  this  factor  caused  many 
providers  in  rural  counties  to  form  their  own  organizations  to  bid  on  AHCCCS. 

Another  factor  that  enhanced  bidding  on  AHCCCS  was  the  potential 
participation  of  state,  county,  and  private  employee  groups.    The  prospect 
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of  providing  services  to  employee  groups  was  an  inducement  to  bidders 
interested  in  capturing  these  future  markets. 


Start-up  Funds  Required— A  significant  fact  in  the  decision  to  bid  was 
the  amount  of  start-up  funds  that  would  have  to  be  paid  out-of-pocket  to 
form  the  organization  and  prepare  the  bid.    Some  plans,  especially  the 
county  plans  and  the  larger  new  plans,  had  substantial  start-up  costs. 
However,  many  new  plans  had  start-up  costs  under  $50,000,  and  several  had 
very  small  start-up  costs.    Small  start-up  costs  were  possible  when: 
(1)  the  principals  1n  the  new  organization  donated  their  time  without 
reimbursement;  (2)  other  Individuals  or  groups  assisted  1n  preparation  of 
the  proposal  for  free  or  at  minimal  cost  with  a  contingency  agreement  that 
they  would  receive  employment,  a  management  contract,  or  reimbursement  for 
services  provided  if  the  plan  was  awarded  an  AHCCCS  contract;  and  (3)  the 
development  of  many  organizational  requirements  (UR/QA  systems,  data 
systems,  etc.)  was  postponed  until  after  contract  award. 

As  a  comparison,  the  start-up  costs  for  a  new  HMO  run  from  a  minimum  of 
$150,000  to  over  $500,000.  The  required  time  for  start-up  of  a  new  HMO  is  a 
minimum  of  12  months,  and  much  longer  if  federal  qualification  is  involved. 

Arizona  Hospital  Association  Efforts— Substantial  efforts  were  made  by 
the  Arizona  Hospital  Association  to  communicate  information  about  AHCCCS  to 
member  hospitals.    In  addition,  consultants  were  retained  by  the  association 
to  provide  technical  assistance  to  Interested  hospitals.  The 
technical -assistance  effort  included  workshops  and  help  in  proposal 
preparation. 

Role  of  Consul tants— In  addition  to  the  consultants  employed  by  the 
Arizona  Hospital  Association,  a  large  number  of  other  consulting  groups 
became  involved  in  providing  assistance  to  groups  bidding  on  AHCCCS.  Often, 
a  group  was  retained  by  one  bidder,  assisted  in  the  preparation  of  that  bid, 
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and  then  went  on  to  assist  other  groups  in  the  state  to  prepare  bids. 
Because  they  had  already  worked  for  one  group,  the  marginal  cost  of 
performing  the  same  service  for  the  second  group  was  small.    Some  observers 
suggested  that  consultants  played  a  role  in  the  decision  of  at  least  a  few 
of  the  plans  to  bid  because  they  offered  assistance  for  bid  preparation  at 
very  reasonable  rates. 

State  Technical  Assistance— SBl 001  mandated  that  the  state  and  the 
Administrator  provide  technical  assistance  to  potential  bidders.    The  state 
received  numerous  calls  for  information  about  the  bidding  process.  There 
was  also  direct  assistance  provided  to  some  bidders. 

Communication  Among  P1ans--An  informal  network  was  established  between 
groups  of  potential  bidders  during  the  first  and  second  years  of  the  bidding 
process.    Bidders'  conferences  made  potential  bidders  aware  of  other  groups 
considering  bidding.    Many  participants  already  knew  each  other.    Because  of 
frequent  changes  made  by  the  state  in  the  first  year,  bidders  tried  to  stay 
up  to  date  with  the  latest  information  by  contacting  other  bidders.  In 
addition,  one  of  the  existing  HMOs  received  numerous  inquiries  from 
potential  bidders  concerning  bid  rate  preparation  and  other  aspects  of 
proposal  development.    This  group  provided  informal  technical  assistance  to 
other  potential  bidders.    Thus,  an  informal  communication  network  was  set 
up.    The  network  was  formalized  when  the  Arizona  Association  of  Prepaid 
Health  Plans,  an  organization  composed  primarily  of  plans  participating  in 
AHCCCS,  was  established  early  in  1984. 

Preliminary  Implications 

The  response  by  bidders  in  the  first  year  of  the  AHCCCS  program  greatly 
exceeded  expectations.    In  the  second  year,  the  response  by  bidders  was  even 
stronger,  with  more  bidders,  more  bids  in  counties,  and  more  contracts 
awarded  by  AHCCCS.    It  is  difficult  to  project  this  experience  reliably  to 
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future  bidding  under  AHCCCS,  but  it  appears  that  there  is  a  group  of 
established  plans  that  will  allow  the  statewide  bidding  process  to  continue 
in  the  future. 

There  was  substantial  variety  in  bidders*  responses  to  the  AHCCCS 
program.    Differences  between  bidders  included  organizational  form,  type  of 
sponsorship,  bidding  strategy,  risk  management  approach,  and  other  factors. 
These  are  discussed  in  detail  in  Chapter  XI. 

An  important  result  of  the  bidding  experience  was  the  stimulation  of 
new-plan  development  by  the  AHCCCS  program.    In  the  first  year,  of  20 
full -service  bidders,  16  were  new  organizations  that  were  formed 
specifically  to  bid  on  AHCCCS.    Thirteen  of  these  plans  were  awarded 
contracts. 

Including  new  plans  from  the  first  year,  in  the  second  year  21  of  23 
full -service  bidders  were  new  plans,  and  17  were  awarded  contracts.  As 
discussed  previously,  factors  that  contributed  to  this  result  included: 

.    Liberal  legislative  requirements  concerning  bidder  eligibility. 

.    State  AHCCCS  actions  to  meet  with  provider  groups  and  encourage  them 
to  form  organizations  to  bid  on  AHCCCS. 

.    Suitability  of  AHCCCS  to  capitalize  on  prior  efforts  to  start  new 
health  care  organizations. 

.    Fear  of  loss  of  market  share,  revenue,  or  control  over  operations  by 
rural  providers. 

.    Minimal  start-up  funds  required  in  some  cases  to  bid  on  AHCCCS. 

.    Efforts  by  the  Arizona  Hospital  Association  to  arrange  for  technical 
assistance  and  communicate  information  about  AHCCCS  to  member 
hospitals. 

.    Strong  role  of  private  consultants  in  providing  technical  assistance 
to  new  plans  for  rate  development  and  proposal  preparation. 

.    Technical  assistance  provided  by  the  state,  MSGI,  and  MSGI's 
subcontractors,  Ernst  and  Whinney  and  Milliman  &  Robertson. 
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Informal  communications  among  plans  that  facilitated  dissemination 
of  information  about  changes  in  bidding  procedures. 

Whether  this  positive  response  from  bidders  would  be  repeated  in  other 
state  Medicaid  programs  or  other  health  service  delivery  environments  is  not 
known.    Certainly  there  were  a  number  of  unique  factors  in  Arizona  that 
contributed  to  this  bidder  response. 

A  further  lesson  from  Arizona  concerns  development  of  the  structure  of 
the  bidding  process.    The  original  legislation,  SB 1001,  provided  the  general 
framework  for  the  bidding  process.    The  detailed  bidding  procedures  were 
developed  as  the  first  and  second  years  of  the  bidding  process  proceeded. 
Many  problems  could  have  been  averted  if  the  detailed  bidding  procedures  had 
been  in  place  before  the  first-year  bidding  process  started. 

The  Arizona  experience  also  throws  light  on  the  relationships  between 
bidding  procedures  and  bidder  behavior.    In  the  first  year  of  the  bidding 
process,  the  state  requested  vol untary  price  reductions  in  six  counties  to 
meet  budget  estimates. 

Knowing  this,  in  the  second  year  some  bidders  were  thought  to  have 
submitted  artificially  high  rates  for  their  initial  bids  with  the 
expectation  that  the  state  would  request  voluntary  price  reductions.  In 
this  way,  they  would  learn  what  other  plans  were  bidding  without  revealing 
their  best  estimates  of  the  capitation  rates  they  would  accept.    When  the 
state  did  request  voluntary  price  reductions,  there  were  several  substantial 
reductions  in  bid  rates  as  plans  with  apparently  artificially  high  initial 
bids  competed  to  become  the  low  bidder  in  particular  eligibility 
categories.    This  also  occurred  when  the  state  called  for  a  second  round  of 
bids  in  13  counties. 

There  was  also  some  evidence  of  selective  bidding  by  category  of 
eligibility.    For  example,  a  plan  could  attempt  to  be  low  bidder  for  a 
desirable  category  (e.g.,  AFDC  eligibles)  by  submitting  a  lower-than-average 
bid  for  that  category  and  higfaer-than-average  bids  for  one  or  more  other 
categories.    In  this  way,  the  composite  bid  (the  major  cost  evaluation 
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criterion  used  by  AHCCCS)  would  remain  the  same,  but  a  plan  might  be  able  to 
obtain  a  significant  competitive  advantage  through  manipulation  of  bid  rates 
by  category. 

In  summary,  it  was  felt  by  many  participants  and  observers  of  the 
bidding  process  that  substantial  "gaming"  of  the  bidding  system  occurred  in 
the  second  year.    Some  of  the  "gaming"  could  have  been  avoided  by  the 
development  and  publication  of  detailed  bidding  process  rules  and/or  the  use 
of  maximum  capitation  rates  by  category  of  eligibility. 
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XI    DESCRIPTION  OF  THE  PLANS 


The  first  section  of  this  chapter  provides  a  detailed  taxonomy  of  all 
the  plans  awarded  contracts  during  the  second  year  of  AHCCCS.    The  Important 
characteristics  of  each  plan  are  described  and  placed  within  an  analytical 
framework  that  facilitates  plan  comparisons.    The  second  section  presents  a 
brief  summary  of  the  organization  and  history  of  each  plan,  highlighting 
features  that  distinguish  each  plan  from  the  other  plans.    The  plan-specific 
information  in  this  chapter  1s  given  as  of  the  date  each  plan  was  visited. 
This  date  is  shown  in  line  1  of  the  taxonomy  (Table  XI-1). 

Taxonomy  of  Plans 

The  purpose  of  the  taxonomy  1s  twofold:    to  characterize  for 
policymakers  the  types  of  plans  that  might  bid  in  prepaid  capitation  systems 
and  to  provide  a  basis  for  the  evaluation  team  to  select  plans  for  in-depth 
study.    The  AHCCCS  program  represents  the  nation's  first  major  demonstration 
of  an  attempt  to  stimulate  competition  1n  the  health  care  market  through  the 
use  of  competitive  bidding  among  prepaid  plans.    For  that  reason,  it  is  of 
particular  interest  to  understand  how  the  health  care  market  has  changed  in 
response  to  AHCCCS.    Many  plans  were  formed  especially  for  AHCCCS,  while 
others  were  existing  systems  that  chose  to  serve  AHCCCS  patients.  Although 
each  plan  has  its  unique  history,  there  are  some  commonalities  in  the  ways 
plans  are  structured  and  1n  the  ways  they  pay  their  providers. 

The  taxonomy  of  plans  presented  below  classifies  plans  along  nine 
different  dimensions.    Each  of  these  was  selected  because  of  its 
demonstrated  importance  in  the  literature  or  its  importance  to  AHCCCS  in 
this  evaluation.    They  are: 
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From  the  literature: 

.    Governance  and  organizational  form 

.    Plan  administration 

.    Physician  organization  and  remuneration 

.    Hospital  organization  and  remuneration 

For  AHCCCS  evaluation  needs: 

.    Emergency  room  use  and  24-hour  care 

.    Outpatient  and  ancillary  service  organization  and  remuneration 
.    Pharmacy  services 

.    Data  collection  activities  within  plans 
.    Marketing  strategies. 

Table  XI-1  presents  the  full  taxonomy  in  detail.    The  text  following  the 
table  presents  the  rationale  for  selecting  each  of  the  nine  organizational 
dimensions,  describes  the  codes  used  In  the  table,  and  summarizes  the 
tabulated  information. 
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KEY  TO  TABLE  XI-1 


 Category  

Type 

Sponsorship 

Started  Just  for  AHCCCS 
Profit/Not  for  Profit 
Private-Sector  Involvement 

Bid  First  Year 

Contract  Management 

Purchases  Reinsurance 

Does  Own  Accounting 

Does  Own  Billing  or 
Retains  Fiscal  Agent 


 Symbol  /Exp!  anation  

G  =  Group  model  plan 
S  =  Staff  model  plan 
I  s  Individual  practice  association 
L  =  A  loosely  organized  configuration  of 
physicians  and  hospitals 

P  =  Physicians 
H  =  Hospitals 
C  =  County 
0  =  Others 

Y  =  Started  just  for  AHCCCS 

N  =  Was  1n  existence  before  AHCCCS 

P  ■  For  profit 
N  »  Not  for  profit 

Y  *  Yes--has  private-sector  business 

P  »  Plans  to  market  to  private  patients  in  the 
future 

N  =  No- -will  not  market  to  private  patients  in 
the  future 

Y  *  Bid  during  the  first  year 

N  e  Did  not  bid  the  first  year  because  it  did 
not  exist 

S  s  Did  not  bid  the  first  year  as  an  entity  by 
Itself,  but  provided  care  under  a 
subcontract  to  another  plan 

Y  =  Plan  retains  contract  management 

N  =  Plan  does  not  retain  contract  management 

Y  =  Purchases  reinsurance 

N  =  Does  not  purchase  reinsurance 

Y  =  Plan  does  own  accounting  in-house 

N  *  Plan  uses  an  outside  accounting  firm 

Y  =  All  bills  from  primary  care  physicians  or 

for  care  on  a  capped  fee-for-service  payment 
from  the  state  are  processed  by  the  plan 
itself 

N  =  Outside  fiscal  agent  is  retained  by  the  plan 
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KEY  TO  TABLE  XI -1  (Continued) 


Category 


Collects  Copayments 


Has  Developed  Own 
Management  Information 
System  (MIS) 

Utilized  an  Actuary  for 
Bids  in  First  Year  or 
Second  Year 


Accounting  System 


Corporate  Malpractice 
Insurance 


Primary  Care  Physician 
Payment  Mode 


Primary  Care  Physician 
(PCP)  Billing 


Specialist  Payment  Mode 


Symbol /Exp! anati on 


PCP  Can  Affiliate  with 
More  Than  One  Plan 

Specialists  Can  Affiliate 
with  More  Than  One  Plan 


Preauthorization  for 
Inside-Plan  Referrals 


Y  =  Plan  actively  tries  to  collect  copayments 
N  =  Plan  does  not  try  to  collect  copayments 

0  =  Plan  owns  and  has  developed  own  MIS 

C  =  Plan  contracts  with  an  outside  firm  for  its 
MIS 

Y  ■  Plan  utilized  an  actuary  to  prepare  bids  in 

the  first  or  second  year 
H  -  Plan  did  not  utilize  an  actuary 
HA  =  Plan  was  not  in  existence  first  or  second 
year 

C  =  Cash  basis 
A  =  Accrual  basis 

Y  =  Plan  has  corporate  malpractice  insurance 
N  =  Plan  does  not  have  corporate  malpractice 

Insurance 

S  ■  Salary 

F  -  Fee-for-service 

C  s  Capitation  payment 

U  =  Usual,  customary,  and  reasonable 

1  =  Industrial  Commission  fee  schedule 

NA  =  Not  applicable;  physician  is  salaried 

F  =  Specialists  are  reimbursed  on  a 

fee-for-service  basis 
C  =  Specialists  are  capitated  by  the  plan 
S  =  Specialists  are  salaried  by  the  plan 

Y  =  PCPs  can  affiliate  with  more  than  one  plan 
N  =  PCPs  can  affiliate  with  only  one  plan 

Y  =  Specialists  can  affiliate  with  more  than  one 

plan 

N  =  Specialists  can  affiliate  with  only  one  plan 

Y  =  Preauthorization  and  a  referral  form  are 

required  before  services  from  specialists 
may  be  delivered  inside  the  plan 
N  =  A  referral  form  for  specialty  services 
inside  the  plan  is  not  required 
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KEY  TO  TABLE  XI-1  (Continued) 


Category 


Symbol /Expl anation 


Preauthon'zation  for 
Outsi de-Plan  Referrals 


PCP  or  Specialist 
Withhold  or  Risk  Pool 

PCP  or  Specialist 
Incentive  Payments 

Mid-Level  Practitioners 
Utilized 

Hospital  Payment  Mode 


Hospital  at  Risk 


Preadmission  Certification 
Necessary 

Preadmission  Testing 
Encouraged 


Y  =  Preauthon'zation  from  the  medical  director 

or  PCP  is  required  for  out-of-plan  referrals 
N  =  Preauthon'zation  is  not  required 

Y  =  A  risk  pool  1s  present 

N  =  A  risk  pool  1s  not  present 

Y  =  Plan  uses  incentive  payments 

N  =  Plan  does  not  use  incentive  payments 

Y  ■  Mid-level  practitioners  are  utilized 

N  =  M1d-level  practitioners  are  not  utilized 

CH  =  Reimbursement  is  according  to  charges 
CAP  *  Reimbursement  is  on  a  capitation  basis 
D  s  Reimbursement  Is  according  to  discounted 
charges 

Y  =  Hospital  is  at  financial  risk 

N  =  Hospital  1s  not  at  financial  risk 

Y  =  Preadmission  certification  is  necessary 

N  -  Preadmission  certification  is  not  necessary 

Y  =  Testing  associated  with  a  hospital  admission 

is  encouraged 
N  -  Testing  1s  not  encouraged  before  a  hospital 
admission 


Special  Plans  for  Triage 


Plan  Has  Clinic  Open 
24  Hours  a  Day 


Physician  Must  Arrange 
Own  24-Hour  Coverage 


Y  s  The  plan  has  made  special  provisions  to  do 

emergency  room  triage 
N  =  The  plan  has  not  made  special  provisions  to 
do  emergency  room  triage 

Y  =  The  plan  has  its  own  24-hour  facility 
N  =  The  plan  does  not  have  its  own  24-hour 

facility 

Y  -  Physician  must  arrange  his/her  own  24-hour 

coverage 

N  =  Physician  need  not  arrange  his/her  own 
24-hour  coverage 


KEY  TO  TABLE  XI -1  (Concluded) 


Category 


Provides  Laboratory 
Services  In-House 


Symbol /Expl anati  on 


Contracts  with  Outside 
Laboratories 


Contracts  at  a  Discount 


Encounter  Data  Automated 


M  =  Plan  provides  most  laboratory  services 
in-house 

L  =  Plan  provides  limited  laboratory  services 
in-house 

N  =  Plan  provides  no  laboratory  services  in-house 

Y  =  Plan  has  negotiated  a  preferred-rate 

contract  with  an  outside  laboratory 
N  =  Plan  has  not  negotiated  a  contract  with  an 
outside  laboratory 

Y  =  The  plan  has  a  discounted-rate  contract  with 

an  outside  pharmacy 
N  *  The  plan  does  not  have  a  contract  with  an 
outside  pharmacy 

Y  =  The  plan  keeps  its  encounter  data  in 

machine-readable  form  or  is  planning  to  in 
the  near  future 
N  =  The  plan's  encounter  database  is  not 
automated 


Financial  Data  Automated 


Marketing  Strategies 


Y  =  The  plan  keeps  financial  data  in 

machine-readable  form 
N  =  The  plan's  financial  database  is  not 
automated 

Y  =  Plan  used  the  marketing  strategy 

N  =  Plan  did  not  use  the  marketing  strategy 
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Governance  and  Organizational  Form 


Governance  and  organizational  form  are  two  of  the  most  Important 
aspects  of  prepaid  plans  because  these  characteristics  are  thought  to  be 
predictors  of  success  in  cost  containment.    Governance  and  organizational 
form  include  type  of  plan,  sponsorship,  and  whether  the  plan  was  started  for 
AHCCCS,  is  for  profit,  includes  private  patients,  and  bid  in  AHCCCS's  first 
year.    As  can  be  seen  from  the  taxonomy,  plans  differ  greatly  among  these 
dimensions. 

TyjEi 

The  type  of  plan  (tightly  organized  versus  loosely  configured)  is 
thought  to  be  associated  directly  with  ability  to  contain  costs.    It  is 
hypothesized  that  staff  model  and  group  model  plans  (tightly  organized 
plans)  will  have  lower  hospital  utilization  than  other  types  of  plans. 

The  types  are  as  follows: 

G  =  Group  model  plan 
S  =  Staff  model  plan 
I  =  Individual  practice  association 

L  =  A  loosely  organized  configuration  of  physicians  and  hospitals. 

Most  plans  can  be  easily  characterized  according  to  their  type  using 
standard  Office  of  Health  Maintenance  Organizations/Department  of  Health  and 
Human  Services  (OHMO/DHHS)  categories.1    Of  the  19  plans  studied,  5  are 
group  model,  5  are  staff  model,  and  7  are  individual  practice  associations 
(IPAs).    Two  plans  fall  outside  these  standard  categories:    one  rural  plan 
is  like  an  IPA  but  much  more  loosely  organized,  and  another  plan  combines 
staff  model  and  IPA  characteristics. 
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Sponsorship 


Plans  have  a  variety  of  organizations  sponsoring  them.  The  categories 
are  as  follows: 

P  =  Physicians 
H  =  Hospitals 
C  =  County 
0  =  Others. 

Three  of  the  19  plans  are  classified  as  hospital  sponsored  and  8  as 
physician  sponsored.    However,  two  of  the  plans  we  classified  as 
hospital -sponsored  plans  (Family  Health  Plan  of  Northeast  Arizona  and 
Phoenix  Health  Plan)  and  three  of  those  classified  as  physician-sponsored 
plans  (Comprehensive  AHCCCS  Plan,  Northern  Arizona  Family  Health  Plan,  and 
Graham  County  Doctors  Plan)  have,  to  some  extent,  a  combination  of  physician 
and  hospital  sponsorship  in  that  they  either  are  located  on  the  hospital 
grounds  or  were  provided  with  start-up  capital  from  the  hospital.  Three 
plans  have  county  sponsorship:    Maricopa  Health  Plan,  Pima  Health  Plan,  and 
Pinal  General  Hospital.    Maricopa  and  Pima  Health  Plans  are  differently 
organized  versions  of  the  counties'  pre-AHCCCS  indigent  health  care 
systems.    Five  plans  are  classified  as  having  "other"  sponsorship.  ACCESS 
Patient's  Choice  includes  personnel  with  experience  in  prepaid  health  from 
the  Arizona  Health  Plan,  which  was  taken  over  by  Connecticut  General  and 
then  became  CIGNA.    CIGNA  and  El  Rio  Santa  Cruz  are  HMOs.2  University 
Famli-Care  is  operated  by  the  Department  of  Family  and  Community  Medicine  at 
the  University  of  Arizona  School  of  Medicine.    Western  Sun  Associates  is 
owned  by  a  human  services  consulting  firm. 
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Started  Just  for  AHCCCS 


The  categories  are  as  follows: 

Y  =  Started  just  for  AHCCCS 

N  =  Was  in  existence  before  AHCCCS. 

Thirteen  of  the  plans  are  new  organizational  entitles  started 
specifically  to  serve  AHCCCS  patients;  the  others  had  experience  caring  for 
indigent  patients  in  the  past.    For  established  plans,  AHCCCS  represents  a 
new  line  of  business,  and  their  bid  Indicates  their  willingness  to  provide 
health  care  for  the  poor.    For  the  newly  formed  entities,  AHCCCS  may 
represent  an  opportunity  to  learn  the  prepaid-plan  business  and  prepaid 
capitated  financing,  and  as  a  result  to  be  1n  a  better  position  to  market  to 
the  private  sector. 

Plans  that  were  In  existence  before  AHCCCS  are:   CIGNA,  El  Rio  Santa 
Cruz  Neighborhood  Health  Center,  Maricopa  Health  Plan,  Pima  Health  Plan, 
University  Famli-Care,  and  Western  Sun.    All  the  hospital -sponsored  plans 
are  new,  although  most  hospitals  sponsoring  plans  served  indigents  under  the 
county  system  prior  to  AHCCCS.    Most  of  the  physician-sponsored  plans  are 
new,  representing  new  ventures  for  physicians  who  previously  had  not  worked 
together. 

Profit/Not  for  Profit 

The  categories  are  as  follows: 

P  =  For  profit 

N  =  Not  for  profit. 
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Plans  are  about  equally  divided  in  their  for-profit  or  not-for-profit 
status. 

Private-Sector  Involvement 

The  categories  are  as  follows: 

Y  =  Yes— has  private-sector  business 

P  =  Plans  to  market  to  private  patients  in  the  future 

U  =  No- -will  not  market  to  private  patients  in  the  future. 

About  half  the  plans  currently  do  not  market  to  private-sector  patients 
and  do  not  plan  to  market  to  the  private  sector.    Many  plans  that  do  not 
market  to  the  private  sector  believe  it  1s  a  good  idea  but  do  not  have  the 
institutional  capacity  (e.g.,  St.  Joseph's  Mercy  Care  Plan)  or  do  not 
believe  they  can  overcome  their  current  image  well  enough  to  be  successful 
(e.g.,  the  county  plans). 

Bid  First  Year 

The  categories  are  as  follows: 

Y  =  Bid  during  the  first  year 

N  =  Did  not  bid  the  first  year  because  it  did  not  exist 

S  =  Did  not  bid  the  first  year  as  an  entity  by  itself,  but  provided 
care  under  a  subcontract  to  another  plan. 

Five  plans  entered  the  AHCCCS  program  for  the  first  time  in  the  second 
year.    Their  reasons  for  doing  so  were  varied.    Phoenix  Health  bid  as  a 
subcontractor  to  Maricopa  Health  Plan  in  the  first  year.  Physicians 
associated  with  Phoenix  Health  agreed  to  subcontract  with  Maricopa  Health 
Plan,  but  after  the  first-year  bids  were  announced,  no  subcontract  was 
signed  because  Maricopa  Health  Plan  believed  it  had  enough  facilities  to 
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treat  all  enroll ees.    Several  plans  that  bid  in  the  second  year  (University 
Famli-Care,  St.  Joseph's,  Family  Health  Plan  of  Northeast  Arizona,  Graham 
County  Doctors)  were  subcontractors  in  the  first  year  to  the  Arizona 
Physicians  IPA.    University  Famli-Care  bid  unsuccessfully  in  the  first  year 
but  decided  to  subcontract.    All  were  dissatisfied  with  their  arrangement 
with  Arizona  Physicians  because  of  reported  late  payment  and  other 
administrative  problems.    ACCESS  Patient's  Choice  was  started  by  two  former 
employees  of  MSGI  (one  of  whom  was  also  the  former  director  of  the  Arizona 
Health  Plan)  and  a  physician  from  the  Arizona  Health  Plan.    They  thought 
that  their  prior  prepaid-plan  management  experience  and  knowledge  of 
computers  would  put  them  in  a  strong  market  position. 

Plan  Administration 

Management  is  one  of  the  most  Important  elements  1n  a  plan's  success 
and,  as  such,  is  an  important  component  for  study.    Administrators  who  may 
want  to  set  up  similar  plans  will  be  Interested  in  the  wide  variety  of 
administrative  options.    Management  types  and  characteristics  discussed  here 
include:   contract  management,  whether  reinsurance  is  purchased,  whether  the 
plan  does  its  own  accounting  and  its  own  billing,  whether  copayment  is 
collected,  whether  the  plan  has  its  own  management  information  system  (MIS), 
whether  an  actuary  helped  develop  bids,  what  accounting  system  1s  used,  and 
whether  or  not  the  plan  has  corporate  malpractice  Insurance. 

Contract  Management 

The  categories  are  as  follows: 

Y  =  Plan  retains  contract  management 

N  =  Plan  does  not  retain  contract  management. 

Some  of  the  plans  decided  that  their  organization  lacked  the  expertise 
needed  to  administer  a  health  plan  as  complex  as  one  required  by  AHCCCS. 
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Therefore,  they  decided  to  contract  with  an  outside  firm  to  manage  the 
plan.    Seven  of  the  19  plans  visited  are  managed  under  contract.    Both  the 
Maricopa  and  Pima  Health  Plans  are  managed  by  the  Heal thAmerica  Corporation 
in  Nashville,  Tennessee.    The  Northern  Arizona  Family  Health  Plan  and  Family 
Health  Plan  of  Northeast  Arizona  are  managed  by  a  consulting  firm  in 
Flagstaff,  Arizona,  that  specializes  in  rural  health.    Graham  County  Doctors 
Plan  is  managed  by  a  group  of  people  associated  with  the  old  Mount  Graham 
plan  who  formed  their  own  consulting  firm.    Samaritan  Health  Services 
(Medical  Care  Systems)  is  managed  under  contract  by  the  individual  who 
originally  set  up  Medical  Care  Systems.    Management  of  the  Arizona 
Physicians  IPA  (AP  IPA)  is  complicated:  AP  IPA  is  actually  a  wholly  owned 
subsidiary  of  the  Arizona  Foundation  of  Family  Physicians.    AP  IPA  is 
managed  by  a  staff  of  family  physicians  who  subcontract  for  data  processing 
and  quality  assurance. 

Purchases  Reinsurance 

The  categories  are  as  follows: 

Y  =  Purchases  reinsurance 

N  =  Does  not  purchase  reinsurance. 

The  AHCCCS  program  provides  for  reinsurance  to  plans  for  any  inpatient 
and  emergency  expenditures  in  excess  of  $20,000  per  beneficiary  per  year. 
The  reinsurance  covers  90%  of  amounts  over  $20,000  in  the  second  program 
year.    (In  the  first  year  there  was  no  plan  coinsurance.)    Plans  may  either 
self-insure  (by  choosing  not  to  purchase  reinsurance)  or  purchase 
reinsurance  for  expenditures  ranging  from  $5,000  to  $20,000.    With  the 
exception  of  Health  Care  Providers  of  Arizona,  which  purchased  reinsurance 
from  a  company  in  the  Grand  Cayman  Islands,  all  plans  have  chosen  to 
self-insure.    Many  plans  indicated  that  they  could  not  afford  to  purchase 
reinsurance  because  their  enrollment  was  too  small.    A  few  administrators 
indicated  that  they  thought  the  AHCCCS  reinsurance  should  begin  at  an  amount 
above  $20,000. 
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Does  Own  Accounting 


The  categories  are  as  follows: 

Y  =  Plan  does  own  accounting  in-house 
N  =  Plan  uses  an  outside  accounting  firm. 

Although  plans  generally  do  their  own  general  ledger  accounting 
in-house,  staff  accountants  in  these  plans  are  usually  backed  up  by  a  larger 
accounting  firm  (usually  located  1n  Phoenix  or  Tucson),  which  does  the 
auditing. 


Does  Own  Billing  or  Retains  Fiscal  Agent 
The  categories  are  as  follows: 

Y  =  All  bills  from  primary  care  physicians  or  for  care  on  a  capped 
fee-for-service  payment  from  the  state  are  processed  by  the  plan 
Itself. 

N  =  Outside  fiscal  agent  1s  retained  by  the  plan. 

Most  plans  do  their  own  billing,  although  not  necessarily  on  an 
automated  basis.    Some,  however,  use  outside  fiscal  agents.    For  example, 
the  Maricopa  Health  Plan  contracts  with  Jurgovan  and  Blair  to  serve  as  its 
fiscal  agent. 


Collects  Copayments 

The  categories  are  as  follows: 

Y  =  Plan  actively  tries  to  collect  copayments 
N  =  Plan  does  not  try  to  collect  copayments. 

Twelve  of  the  19  plans  actively  try  to  collect  copayments.  (Collection 
of  copayments  is  discussed  in  detail  in  Chapter  XII.) 
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Has  Developed  Own  Management  Information  System  (MIS) 


The  categories  are  as  follows: 

0  =  Plan  owns  and  has  developed  own  MIS 

C  =  Plan  contracts  with  an  outside  firm  for  its  MIS* 

Many  plans  have  management  information  systems  that  can  provide 
information  on  enrollees  and  payments,  but  do  not  have  the  capability  to  do 
general  ledger  accounting  or  prepare  financial  statements.    In  most  cases, 
information  specifications  were  designed  by  the  plan  itself  according  to  its 
own  needs,  and  not  to  satisfy  requirements  for  reporting  to  AHCCCS.  Family 
Health  Plan  of  Northeast  Arizona  and  Northern  Arizona  Family  Health  Plan 
each  have  a  contract  with  Rocky  Mountain  HMO  in  Grand  Junction,  Colorado, 
for  the  design,  operation,  and  maintenance  of  an  MIS  system. 

Utilized  an  kclm:  \  >     <  nd__Yea_r 

The  categories  are  as  follows: 

Y  =  Plan  utilized  an  actuary  to  prepare  bids  in  the  first  or  second 
year. 

N  =  Plan  did  not  utilize  an  actuary. 

NA  =  Plan  was  not  in  existence  first  or  second  year. 

The  first  code  in  Table  XI-1  indicates  whether  an  actuary  was  utilized  by 
the  plan  to  assist  in  developing  bids  for  the  first  year;  the  second  whether 
or  not  an  actuary  was  utilized  to  assist  in  formulating  bids  for  the  second 
year. 

Although  almost  all  plans  used  an  outside  actuary  at  some  time,  five 
used  an  actuary  only  during  the  first  year  and  developed  their  own  bids 
during  the  second  year,  based  on  their  own  data  collected  during  the  first 
year  of  operation.    Managers  of  many  plans  felt  that  using  an  actuary  the 
second  year  was  not  necessary  because  they  believed  the  bidding  process  to 


be  more  political  than  cost-based.    University  Faml i-Care  contracted  with 
Jurgovan  and  Blair  1n  the  first  and  second  years  to  help  it  construct  a  bid; 
Faml i -Care  also  used  Jurgovan  and  Blair  to  help  negotiate  a  subcontract  with 
Arizona  Physicians  IPA  in  the  first  year  after  its  own  bid  was 
unsuccessful.    Both  El  Rio  Santa  Cruz  and  Health  Care  Providers  prepared 
their  bids  in-house  based  on  Information  provided  by  MilHman  &  Robertson 
the  first  year.    In  the  second  year,  however,  they  formulated  their  bids 
from  their  own  data.    CIGNA  developed  bids  itself,  using  a  CIGNA -employed 
actuary. 

Accoffltj  n  g  §vs tm 

The  categories  are  as  follows: 

C  =  Cash  basis 
A  *  Accrual  basis. 

Most  plans  indicated  that  they  keep  their  accounting  system  on  an 
accrual  basis  so  they  can  detect  all  costs  that  have  been  Incurred  at  any 
given  point  in  time.    Thus,  an  "A"  Indicates  that  a  plan  1s  confident  that 
it  currently  is  on  an  accrual  accounting  system.     A  "C"  does  not  indicate  a 
preference  for  cash  accounting;  It  Indicates  that  the  plan  1s  moving  toward 
an  accrual  system  but  that  the  accounting  system  at  the  time  1s  best 
characterized  as  being  on  a  cash  basis. 

Corporate  Malpractice  Insurance 

The  categories  are  as  follows: 

Y  =  Plan  has  corporate  malpractice  insurance 

N  =  Plan  does  not  have  corporate  malpractice  insurance. 


XI-21 


Six  plans,  University  Famli-Care,  CIGNA,  St.  Joseph's,  Samaritan, 
Pinal,  and  ACCESS  Patient's  Choice,  have  corporate  malpractice  insurance. 
Although  Patient's  Choice  purchases  general  corporate  malpractice  Insurance, 
it  also  requires  participating  physicians  to  maintain  their  own  malpractice 
insurance.    Maricopa  Health  Plan  does  not  have  corporate  malpractice 
insurance  but  contracts  with  a  physician's  group  that  maintains  its  own 
malpractice  insurance. 

Physician  Organization  and  Remuneration 

Aside  from  the  governance  and  organization  of  the  plan,  the  most 
important  plan  feature  1s  its  financing  arrangement,  especially  as  it 
concerns  how  physicians  are  paicL    This  subsection  describes  the  wide 
variety  of  physician  payment  methods  used  by  the  plans.    Aspects  discussed 
include:    payment  of  primary  care  physicians  and  specialists,  affiliation  by 
primary  care  physicians  and  specialists  with  more  than  one  plan, 
p reauthorization  for  referrals  (in  plan  and  out  of  plan),  withholding  of 
some  portion  of  payment,  incentive  payments^  and  use  of  physician  assistants 
and  nurse  practitioners. 

Primary  Care  Physician  (PCP)  Payment  Mode 

The  categories  are  as  follows: 

S  =  Salary 

F  =  Fee-for-service 

C  =  Capitation  payment. 

Plans  are  organized  very  differently  and  employ  primary  care  physicians 
in  a  variety  of  ways.    Most  of  the  staff  and  group  model  plans  (CIGNA,  El 
Rio  Santa  Cruz,  Maricopa  Health  Plan,  Pima  Health  Plan,  St.  Joseph's,  and 
University  Famli-Care)  are  large  organizations  that  hire  full-time  primary 
care  physicians  and  pay  them  a  salary.    Most  other  plans,  largely  IPAs  or 
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loosely  organized  groups  of  physicians,  provide  primary  care  mostly  through 
contracts  with  physicians  in  private  practice.    These  physicians  are  most 
often  reimbursed  for  their  services  on  a  fee-for-serv1ce  basis,  although 
some  are  paid  on  a  capitation  basis. 

The  effectiveness  of  cost  containment  incentives  (capitation  payments 
or  fee-for-service  payments)  depends  on  the  manner  in  which  risks  are  shared 
between  the  corporate  entity  and  the  physicians.    In  most  plans,  primary 
care  physicians  face  some  risk,  although  rarely  do  they  risk  losing  money; 
the  usual  risk  is  not  making  as  much  as  expected.    In  most  plans,  financial 
risk  is  borne  at  the  corporate  level;  however,  primary  care  physicians  have 
the  ultimate  responsibility  of  serving  their  patients  with  or  without 
reimbursement. 

Where  capitation  and  fee-for-service  reimbursement  are  combined  (for 
example,  Arizona  Physicians  IPA  and  ACCESS  Patient's  Choice),  primary  care 
physicians  may  be  allocated  an  actuarial  share  of  the  full -pi an  capitation. 
For  example,  80%  of  the  capitation  payment  would  be  set  aside  in  an  account 
for  primary  care  physicians,  while  20%  would  be  placed  in  a  risk  pool.  When 
physicians  and  other  providers  bill  the  plan  for  services,  the  bills  are 
debited  against  the  PCP  capitation  accounts.    If  primary  care  physicians 
come  in  under  budget,  they  may  share  in  what  is  left  over  in  the  risk  pool. 
However,  they  do  not  necessarily  share  the  entire  20%  because  the  risk  pool 
is  first  used  to  defray  losses  of  individual  primary  care  physicians  who 
have  exceeded  their  aggregate  capitation. 

In  the  Phoenix  Health  Plan,  providers  are  paid  on  a  capitation  basis. 
The  capitation  payment  covers  all  outpatient  primary  care  services  except 
EPSDT  services,  for  which  they  are  reimbursed  $15  per  visit. 
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Primary  Care  Physician  Billing 


The  categories  are  as  follows: 

U  =  Usual,  customary,  and  reasonable 

I  =  Industrial  Commission  fee  schedule 

NA  =  Not  applicable;  physician  is  salaried.  . 

When  physicians  bill  for  services,  they  are  reimbursed  by  one  of  two 
methods:    by  the  usual -customary-reasonable  methodology  (UCR)  or  the 
Industrial  Commission  fee-for-service  rate  (ICF).    The  UCR  is  payment  of  the 
lowest  of  (or  a  percentage  of  the  lowest  of)  the  billed  price,  the  usual  fee 
of  that  doctor  for  that  service,  or  the  usual  fee  of  doctors  of  the  same 
specialty  as  the  billing  doctor  for  that  service.    ICF  is  a  discounted  fee 
schedule  derived  by  the  state  that  was  used  to  pay  physicians  prior  to 
AHCCCS. 

Specialist  Payment  Mode 
The  categories  are  as  follows: 

F  =  Specialists  are  reimbursed  on  a  fee-for-service  basis 
C  =  Specialists  are  capitated  by  the  plan 
S  =  Specialists  are  salaried  by  the  plan. 

The  predominant  means  of  reimbursing  specialists  is  on  a 
fee-for-service  UCR  basis.    Two  plans  use  only  capitation  arrangements  with 
specialists:    University  Faml i-Care  has  capitation  contracts  with  certain 
specialists  such  as  pathologists  and  radiologists,  but  not  with  others; 
Health  Care  Providers  reimburses  specialists  a  fixed  amount  per  month.  Some 
of  the  larger  group  or  staff  model  plans  (CIGNA,  El  Rio  Santa  Cruz,  Pima 
Health  Plan,  Pinal  General  Hospital,  Western  Sun)  salary  some  or  all  of 
their  specialists. 
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PCP  Can  Affiliate  with  More  Than  One  Plan 


The  categories  are  as  follows: 

Y  =  PCPs  can  affiliate  with  more  than  one  plan 
N  =  PCPs  can  affiliate  with  only  one  plan. 

Because  there  are  competing  providers  in  many  localities,  it  is 
important  to  know  whether  or  not  plans  require  an  exclusive  contract  with 
their  PCPs.    All  IPAs  allow  physicians  to  participate  in  more  than  one 
plan.    The  plans  that  pay  their  primary  care  providers  a  salary  and  whose 
providers  are  full -time  employees  or  on  full-time  contract  to  the  plan  do 
not  permit  their  physicians  to  affiliate  with  additional  plans.  The 
category  is  not  applicable  to  Northern  Arizona  Family  Health  Plan  because  it 
is  the  only  plan  in  the  area. 

Specialists  Can  Affiliate  with  More  Than  One  Plan 
The  categories  are  as  follows: 

Y  =  Specialists  can  affiliate  with  more  than  one  plan 
N  =  Specialists  can  affiliate  with  only  one  plan. 

Specialists  associated  with  IPAs  are  permitted  to  affiliate  with  more 
than  one  plan.    Dual  affiliation  is  not  permitted  in  salaried,  group,  or 
staff  plans.    As  is  the  case  with  PCPs  above,  this  question  is  not 
applicable  for  Northern  Arizona  Family  Health  Plan. 

Preauthorization  for  Inside-Plan  Referrals 
The  categories  are  as  follows: 

Y  =  Preauthorization  and  a  referral  form  are  required  before  services 

from  specialists  may  be  delivered  inside  the  plan. 
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N  =  A  referral  form  for  specialty  services  inside  the  plan  is  not 
required. 

Twelve  plans  require  preauthorization  from  the  medical  director  for  all 
specialty  services,  whether  within  or  outside  the  plan. 

Preauthorization  for  Outside-Plan  Referrals 
The  categories  are  as  follows: 

Y  =  Preauthorization  from  the  medical  director  or  PCP  is  required  for 

out-of-plan  referrals. 

N  =  Preauthorization  1s  not  required. 

In  all  plans,  preauthorization  from  the  medical  director  or  primary 
care  physician  and  receipt  of  a  referral  form  1s  required  for  any  services 
rendered  by  specialists  not  contracting  with  the  plan  or  for  any  hospital 
services.    Included  in  hospital  services  are  procedures  and  tests  such  as 
CAT  scans. 

PCP  or  Specialist  Withhold  or  Risk  Pool 

The  categories  are  as  follows: 

Y  =  A  risk  pool  is  present 

N  =  A  risk  pool  1s  not  present. 

Many  plans  have  set  up  withhold  funds  or  risk  pools  for  both  primary 
care  and  specialty  services.    In  the  plans  that  use  this  arrangement,  the 
capitation  payment  from  the  Administrator  is  apportioned  on  an  actuarial 
basis  to  specialty  care,  primary  care,  hospital  care,  and  ancillary 
services.    Individual  accounts  are  set  up  for  these  services,  and  a  certain 
percentage  of  the  capitation  is  withheld  and  put  into  a  separate  risk  pool 
so  that  the  risks  of  high-cost  patients  can  be  pooled  across  all 
physicians.    Ten  plans  have  some  kind  of  risk  pool  arrangement  for  PCPs,  and 
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nine  with  specialists.    Of  the  plans  that  do  not  have  an  arrangement  for 
PCPs,  two  (El  Rio  Santa  Cruz  and  CIGNA)  have  a  corporate  risk  pool.  The 
directors  of  Dynamic  Health  Services  insure  this  risk  out  of  plan  reserves 
or  from  their  own  personal  resources. 

PCP  or  Specialist  Incentive  Payments 

The  categories  are  as  follows: 

Y  =  Plan  uses  Incentive  payments 

N  =  Plan  does  not  use  Incentive  payments. 

Incentive  payments  mean  that  physicians  are  paid  according  to  their 
utilization  profiles  and  productivity.    In  general,  incentive  payments  are 
associated  with  the  presence  of  a  risk  pool  so  that  physicians  who  have 
stayed  within  their  actuarially  determined  capitation  rate  will  receive 
extra  money  if  funds  remain  in  the  risk  pool  at  the  end  of  the  year.    Ten  of 
the  plans  make  such  Incentive  payments  to  PCPs;  seven  to  specialists.  If 
incentive  payments  are  not  paid,  1t  is  usually  because  no  detailed  method  of 
distributing  them  has  been  developed.    Thus,  most  of  the  plans  expect  to 
have  some  means  of  distributing  profits  to  primary  care  physicians  and  to 
specialists  for  controlling  utilization,  even  if  such  a  scheme  is  not 
currently  implemented. 

Mid-Level  Practitioners  Utilized 

The  categories  are  as  follows: 

Y  =  Mid-level  practitioners  are  utilized 

N  =  Mid-level  practitioners  are  not  utilized. 

Eleven  plans  indicated  that  mid-level  practitioners— either  nurse 
practitioners,  physician  assistants,  or  midwives— are  utilized  in  some 
manner  in  the  plan.    In  the  case  of  the  staff  or  group  model  plans, 
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mid-level  practitioners  are  hired  directly  by  the  plan.    In  the  IPAs, 
mid-level  practitioners  are  employed  at  the  discretion  of  individual 
participating  physicians.    A  "yes"  answer  for  these  plans: indicates  that  at 
least  some  physicians  affiliated  with  the  IPA  utilize  mid-level 
practitioners. 

Hospital  Organization  and  Remuneration 

This  subsection  looks  at  how  hospitals  are  paid,  whether  they  are  at 
risk,  and  whether  or  not  preadmission  testing  is  encouraged. 

Because  prepaid  health  plans  traditionally  have  lower  hospital 
utilization,  it  is  of  interest  to  characterize  the  types  of  organizational 
and  contractual  relationships  that  exist  in  these  plans  and  to  characterize 
the  manner  in  which  hospitals  are  paid  under  AHCCCS.    None  of  the  plans  own 
a  hospital  and,  in  general,  there  is  not  an  exclusive  relationship  between 
one  hospital  and  a  health  plan.    Hospital -sponsored  plans,  or  plans  that  are 
closely  allied  with  one  hospital,  direct  almost  all  admissions  to  their  own 
hospitals;  exceptions  are  made  for  tertiary  care. 

Hospital  Payment  Mode 

The  categories  are  as  follows: 

CH  =  Reimbursement  is  according  to  charges 

CAP  =  Reimbursement  is  on  a  capitation  basis 

D  =  Reimbursement  is  according  to  discounted  charges. 

There  are  three  payment  modes  by  which  plans  reimburse  hospitals  for 
services  rendered  to  their  enrolled  population.    The  most  prevalent  type  is 
some  kind  of  reimbursement  for  costs  or  charges:    10  of  the  plans  have  this 
arrangement  with  hospitals.    In  general,  plans  with  a  small  number  of 
enroll ees  have  nondiscounted  contracts  with  several  hospitals  because  the 
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small  number  of  potential  clients  keeps  them  from  having  enough  leverage  to 
negotiate  a  discount.    Even  Maricopa  Health  Plan  pays  the  Maricopa  County 
Hospital  on  a  charge  basis.    Health  Care  Providers  has  contracts  with  many 
hospitals  in  Maricopa  and  Pinal  Counties;  however,  the  plan  uses  primarily 
the  Samaritan  Hospital,  with  which  it  has  negotiated  a  discount.  Similarly, 
University  Faml i-Care,  El  Rio  Santa  Cruz,  and  CIGNA  have  been  able  to 
negotiate  sizable  discounts  because  of  their  volume  of  patients.    Faml i- Care 
was  easily  able  to  obtain  preferred  rates  from  its  sister  institution,  the 
University  of  Arizona  Hospital;  however,  it  does  not  have  a  similar 
arrangement  with  any  of  the  other  hospitals  in  Tucson.    El  Rio  Santa  Cruz 
and  CIGNA  had  negotiated  special  rates  with  multiple  hospitals  prior  to 
AHCCCS  because  of  the  large  number  of  patients  they  hospitalize:  these 
rates  are  now  made  available  to  AHCCCS  patients.    Comprehensive  AHCCCS  Plan 
(CAP)  and  Northern  Arizona  Family  Health  Plan  (two  small  plans  in  northern 
Arizona)  and  Phoenix  Health  Plan  are  all  closely  tied  to  local  hospitals. 
To  convince  physicians  to  contract  on  a  capitation  basis,  they  have 
negotiated  a  capitation  rate  for  hospitals.    Plans  that  are  closely 
affiliated  with  hospitals  have  an  easier  time  negotiating  capitation 
arrangements  that  can  benefit  them  financially. 

Hospital  at  Risk 

The  categories  are  as  follows: 

Y  =  Hospital  is  at  financial  risk 

N  =  Hospital  is  not  at  financial  risk. 

Eleven  of  the  plans  have  at-risk  arrangements  with  hospitals.  Some 
hospitals  are  at  risk  for  hospitalization  in  that  if  they  come  in  under 
budget,  they  share  the  profits  with  plans  or  keep  all  profits  themselves. 
If  they  come  in  above  budget,  the  hospitals  must  absorb  the  deficits  and 
continue  to  provide  services.    A  hospital  is  considered  at  risk  when  an 
actuarially  determined  amount  of  the  capitation  is  allocated  for  hospital 
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care.    Hospitals  paid  on  a  capitation  basis  are  always  at  risk,  although 
some  at  risk  are  not  capitated. 

Preadmission  Certification  Necessary 

The  categories  are  as  follows: 

Y  =  Preadmission  certification  is  necessary 

N  =  Preadmission  certification  is  not  necessary. 

Most  plans  consider  preadmission  certification  a  necessary  prerequisite 
to  control  hospital  utilization.  Therefore,  most  plans— 15  of  them--require 
it. 

Preadmission  Testing  Encouraged 
The  categories  are  as  follows: 

Y  =  Testing  associated  with  a  hospital  admission  is  encouraged 
N  =  Testing  is  not  encouraged  before  a  hospital  admission. 

Fifteen  plans  encourage  the  use  of  preadmission  testing  rather  than 
inpatient  testing  for  hospitalizations.    The  few  plans  that  do  not  encourage 
preadmission  testing  are  either  hospital -sponsored  or  closely  related  to 
hospitals.    For  them,  encouraging  this  procedure  represents  hospital  revenue 
forgone.    In  reality,  successfully  implementing  preadmission  testing  has 
been  difficult  for  some  plans.    Many  plans  are  in  the  process  of  negotiating 
a  system  by  which  hospitals  will  accept  preadmission  testing. 

Emergency  Room  Use  and  24-Hour  Care 


This  subsection  discusses  triage  and  24-hour  access  to  care  (at  a 
clinic  or  by  a  physician). 
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Overuse  of  the  emergency  room  has  been  a  central  concern  of  all  health 
care  programs  for  the  poor.    The  AHCCCS  program  has  introduced  two  methods 
to  check  unnecessary  use  of  emergency  rooms:    the  gatekeeper  and  the  AHCCCS 
regulation  requirement  that  plans  provide  24-hour  coverage  of  some  kind. 
Theoretically,  this  control  requires  the  primary  care  physician  to  authorize 
all  nonemergency  use  of  emergency  facilities.    Response  to  the  emergency 
room  utilization  issue  at  the  plan  level  has  varied.    Some  plans  have 
developed  mechanisms  and  procedures  to  try  to  reduce  emergency  room  abuse  by 
hiring  a  triage  nurse  to  sit  in  an  emergency  room,  by  paying  hospitals  to  do 
triage  for  them,  or  by  opening  their  own  "emergi- centers. "    Other  plans  have 
taken  a  less  structured  approach— they  simply  tell  hospitals  they  will  not 
pay  for  any  nonemergency  cases. 

Special  Plans  for  Triage 
The  categories  are  as  follows: 

Y  =  The  plan  has  made  special  provisions  to  do  emergency  room  triage 

N  =  The  plan  has  not  made  special  provisions  to  do  emergency  room 
triage. 

Twelve  of  the  plans  have  made  special  provisions  to  triage  patients  out 
of  the  emergency  room  back  to  private  physicians.    However,  all  plans  have 
indicated  that  this  is  an  area  where  they  would  like  to  improve  their 
systems  during  the  coming  year. 

Plan  Has  Clinic  Open  24  Hours  a  Day 

The  categories  are  as  follows: 

Y  =  The  plan  has  its  own  24-hour  facility 

N  =  The  plan  does  not  have  its  own  24-hour  facility. 
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Eleven  of  the  plans  have  opened  their  own  emergency  clinics  or  kept 
existing  clinics  open  at  night  to  divert  patients  from  the  hospital  to  the 
clinic.    One  of  the  most  interesting  approaches  is  that  of  Dynamic  Health 
Services,  a  small  rural  plan  in  Mohave  County  in  northwestern  Arizona,  which 
also  provides  services  to  private  patients  in  its  24-hour  clinic.  This 
clinic  is  located  within  a  half  mile  of  the  county  hospitals  the  only 
hospital  in  town.    The  hospital  knows  that  it  must  refer  AHCCCS  patients 
there.    Dynamic  also  advertises  in  the  community  that  1t  provides  emergency 
services  24  hours  a  day.    This  advertising  has  generated  non-AHCCCS  patients 
for  the  clinic.    Currently  it  serves  an  equal  number  of  private  patients  and 
AHCCCS  patients  on  an  emergency  basis.    More  established  health  plans,  such 
as  El  Rio  Santa  Cruz  and  CIGNA,  have  also  developed  provisions  for  24-hour 
coverage.    CIGNA,  for  example,  has  a  clinic  that  is  centrally  located  in 
Phoenix  and  is  open  24  hours  a  day. 

Physician  Must  Arrange  Own  24-Hour  Coverage 
The  categories  are  as  follows: 

Y  =  Physician  must  arrange  his/her  own  24-hour  coverage 

N  =  Physician  need  not  arrange  his/her  own  24-hour  coverage. 

Only  six  of  the  plans  require  physicians  to  arrange  24-hour  coverage. 
Those  plans  that  provide  24-hour  coverage  do  not  require  that  the  physicians 
associated  with  them  provide  their  own  24-hour  coverage.    The  IPA  plans 
generally  do  not  provide  24-hour  coverage  at  a  centralized  location.  Their 
patients  are  the  most  dispersed,  and  their  participating  physicians 
generally  have  established  with  their  colleagues  systems  of  coverage  for 
their  emergency  patients. 
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Outpatient  and  Ancillary  Service  Organization  and  Remuneration 

This  subsection  covers  the  provision  of  outpatient  and  ancillary 
services  in-house  and  on  contract. 

Ancillary  services  can  potentially  be  overused.    AHCCCS  was  designed  to 
control  this  problem  through  the  use  of  the  primary  care  gatekeeper,  and 
plans  have  in  fact  addressed  overuse  of  ancillary  services  in  various  ways. 
These  include  the  use  of  discounted  contracts  for  services  and 
preauthorization  for  testing. 

Provides  Laboratory  Services  In-House 

The  categories  are  as  follows: 

M  =  Plan  provides  most  laboratory  services  in-house 
L  =  Plan  provides  limited  laboratory  services  in-house 
N  =  Plan  provides  no  laboratory  services  in-house. 

Twelve  of  the  plans  can  provide  most  lab  tests  In-house — only  one  plan 
provides  no  lab  services  1n-house.    In  general,  the  larger  health  plans  have 
developed  the  capacity  to  do  most  lab  tests  within  their  health  plan 
facilities  (CIGNA  and  the  hospital -sponsored  plans  are  good  examples), 
except  for  sophisticated  tests  and  procedures  (e.g.,  CAT  scans).    Tests  are 
paid  for  in  a  variety  of  Interesting  ways  when  provided  outside  the  plan. 
For  example,  the  University  F ami  1 -Care  plan,  during  its  first-year  contract 
to  Arizona  Physicians  IPA,  chose  to  contract  with  laboratories  outside  the 
university  because  they  were  much  cheaper.    This  year,  based  on  this 
experience,  they  were  able  to  get  university  laboratories  to  discount 
testing. 

Almost  all  plans  that  do  not  provide  extensive  ancillary  tests  within 
the  plan  facility  itself  do  provide  services  on  a  limited  basis  and  contract 
for  the  rest. 
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Contracts  with  Outside  Laboratories 


The  categories  are  as  follows: 

Y  =  Plan  has  negoti«L*ed  a  preferred-rate  contract  with  an  outside 

laboratory. 

N  =  Plan  has  not  negotiated  a  contract  with  an  outside  laboratory. 

Even  though  many  plans  cannot  provide  a  full  range  of  services  within 
the  plan,  about  two- thirds  have  negotiated  contracts  at  preferred  rates  from 
laboratories  outside  the  plan. 

Pharmacy  Services 

Prescription  drugs  comprise  a  significant  portion  of  medical  care 
expenditures  nationally.    The  gatekeeper  and  nominal  copayment  systems  were 
designed  to  try  to  control  the  unnecessary  use  of  prescription  drugs.    It  is 
possible  for  plans  to  take  several  different  approaches  to  controlling  drug 
costs.    The  main  ones  are  negotiating  discounts  and  negotiating  capitation 
arrangements.    All  hospital  plans  have  their  own  pharmacies  and  can  control 
their  costs  through  strict  use  of  a  formulary  and  internal  monitoring  of 
prescriptions.    In  addition,  large  organizations  such  as  CIGNA  and  Maricopa 
Health  Plan  have  their  own  pharmacies. 

Contracts  at  a  Discount 
The  categories  are  as  follows: 

Y  =  The  plan  has  a  discounted-rate  contract  with  an  outside  pharmacy 
N  =  The  plan  does  not  have  a  contract  with  an  outside  pharmacy. 

Twelve  of  the  health  plans  have  negotiated  contracts  with  pharmacies 
outside  the  plan.    In  general,  plans  contract  with  only  one  chain,  such  as 
Wal greens  (Arizona  Physicians  IPA)  or  Revco  (Dynamic  Health  Services), 
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although  University  Famli-Care  contracted  with  Independent  pharmacies  in  the 
Tucson  area  and  in  the  southern  rural  areas.    Two  nonhospital  plans,  El  Rio 
Santa  Cruz  and  CIGNA,  have  their  own  pharmacies. 

Data  Collection  Activities  Within  Plans 

Routine  data  collection  is  viewed  as  critical  to  successful  plan 
management.    This  subsection  covers  automation  of  encounter  data  and 
financial  data. 

Plans  vary  in  the  sophistication  of  their  approach  to  the  data 
management  task  and,  in  particular,  1n  their  use  of  computers  and  data.  All 
plans  keep  financial  and  encounter  data.    In  general,  these  data  bases  are 
not  linked,  but  for  at  least  two  plans  they  are:    ACCESS  Patient's  Choice 
and  Arizona  Physicians  I PA. 

Encounter  Data  Automated 
The  categories  are  as  follows: 

Y  =  The  plan  keeps  its  encounter  data  in  machine-readable  form  or  is 
planning  to  in  the  near  future. 

N  =  The  plan's  encounter  database  1s  not  automated. 

Many  plans  Initially  fill  in  their  encounter  data  by  hand  and  maintain 
the  data  in  hard-copy  format.    However,  14  have  implemented  and  others  will 
implement  a  means  of  storing  encounter  data  on  a  computer.    The  data  are  not 
usually  linked  to  the  computerized  accounting  system. 
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Financial 


Data  Automated 


The  categories  are  as  follows: 

Y  =  The  plan  keeps  financial  data  in  machine-readable  form 
N  =  The  plan's  financial  database  is  not  automated. 

Twelve  plans  already  have  automated  information  on  claims  payments; 
most  others  are  planning  to  do  so. 

Marketing  Strategies 

Marketing,  although  traditionally  not  done  extensively  in  health  care, 
is  important  to  the  success  of  any  bidder.    Any  marketing  efforts  undertaken 
by  plans  must  be  approved  in  advance  by  the  AHCCCS  program.  Initially, 
AHCCCS  took  a  conservative  approach  to  marketing;  it  did  not  allow 
door-to-door  canvassing  or  any  other  types  of  nontraditional  marketing 
strategies  such  as  picnics  or  gifts.    However,  toward  the  end  of  the 
enrollment  period  during  the  second  year,  these  types  of  nontraditional 
approaches  were  permitted.    All  plans  did  at  least  some  sort  of  marketing. 
Marketing  strategies  discussed  below  include  mailing  of  brochures,  use  of 
media  (radio,  TV,  billboards),  door-to-door  canvassing,  and  others.  For 
each  of  the  strategies,  the  following  categories  are  used: 

Y  =  Plan  used  the  marketing  strategy 

N  =  Plan  did  not  use  the  marketing  strategy. 

Mail  Brochure 

All  plans  for  which  we  collected  information  did  print  some  type  of 
brochure  to  describe  the  plan.    During  the  second  year,  plans  in  existence 
during  the  first  year  mailed  a  brochure  to  all  previous  enrol  lees  in  advance 
of  open  enrollment.    Mass  mailings  were  undertaken  to  try  to  attract 
beneficiaries  who  had  enrolled  in  other  plans  and  those  MN/MI  who  had  never 
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been  declared  eligible  (this  was  a  substantial  group — estimated  at  between 
10%  and  50%  in  any  given  county). 

TV,  Radio,  Billboard,  Door-to-Door,  and  Other 

These  types  are  discussed  together  although  they  are  separated  in  the 
taxonomy.    Many  plans  used  TV  spots  during  the  day  (such  as  soap  opera 
time),  as  well  as  billboard  space  and  radio  time.    Others  canvassed  door  to 
door;  this,  however,  turned  out  to  be  a  controversial  technique.    One  plan 
made  an  effort  to  leave  beneficiaries  a  receipt  confirming  their  enrollment 
so  that  the  beneficiaries  as  well  as  the  plan  would  know  that  they  had 
enrolled.    This  would  also  serve  as  a  check  against  the  number  of  enroll ees 
MSGI  sent  the  plans.    Many  plans,  however,  complained  about  this  practice, 
which  the  AHCCCS  program  disapproved  as  a  potential  marketing  abuse.  Some 
plans  undertook  other  strategies  besides  TV,  radio,  billboards,  and 
door-to-door  canvassing.    Arizona  Physicians  IPA  tried  to  recruit 
beneficiaries  in  one  county  by  offering  them  free  admission  to  an  exercise 
studio.    This  practice  was  eventually  disapproved  by  AHCCCS.  However, 
AHCCCS  did  authorize  Dynamic  Health  Services  to  sponsor  a  picnic  for  clinic 
patients  and  their  friends. 

Descriptions  of  the  Individual  Plans 

This  section  provides  a  brief  history  of  the  organization  of  each 
plan.    Rather  than  providing  a  comprehensive  overview,  it  highlights  those 
features  that  distinguish  it  from  other  plans,  as  well  as  other  salient 
characteristics  not  covered  directly  by  the  taxonomy. 

ACCESS  Patient's  Choice 

ACCESS  Patient's  Choice  is  a  new  plan  that  bid  for  the  first  time  in 
the  second  year.    Its  three  directors  and  its  principal  owner  all  had 
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experience  in  the  AHCCCS  system  or  in  a  prepaid  system  prior  to  developing 
ACCESS  Patient's  Choice.    Two  of  the  plan's  directors  came  from  the  Arizona 
Health  Plan,  a  plan  that  was  subsequently  bought  by  Connecticut  General  and 
recently  merged  with  INA  to  form  CIGNA  (see  below).    One  is  a  pathologist 
with  a  business  background  who  used  to  be  on  the  board  of  directors  of  the 
Arizona  Health  Plan.    The  other  was  formerly  director  of  the  Arizona  Health 
Plan.    When  he  left  Arizona  Health  Plan,  this  director  subsequently  became 
the  director  of  provider  management  at  MSGI.    The  third  director  had  been 
the  director  of  computer  information  systems  at  the  Department  of  Health  and 
Human  Services  in  Washington  and  later  was  the  administrator  of  MSG I. 
Although  all  three  are  part  owners  of  ACCESS  Patient's  Choice,  the  principal 
owner  used  to  be  the  data  processing  subcontractor  to  Arizona  Physicians  IPA 
(see  below)--a  contract  now  with  Health  Management  International.    As  of  May 
1984,  ACCESS  Patient's  Choice  had  15,144  patients  spread  around  7  counties 
in  the  state. 

ACCESS  Patient's  Choice  can  be  characterized  as  an  IPA  primary  care 
network.    Unless  primary  care  physicians  and  specialists  contracting  with 
ACCESS  Patient's  Choice  are  paid  UCR  fee-for-service  reimbursement  within  30 
days,  they  are  paid  a  10%  late  penalty.    All  primary  care  and  specialty  care 
must  be  authorized  by  the  medical  director  and  his  staff  in  Phoenix.  To 
accomplish  this,  the  plan  has  a  widespread  telephone  system  connected  to  20 
CRTs  and  two  IBM  370  computers  located  in  the  offices  in  Maricopa  County. 
This  telephone  system  also  enables  management  to  use  an  accrual -based 
accounting  system.    ACCESS  Patient's  Choice  contracts  with  almost  all  the 
hospitals  in  all  the  communities  it  serves,  and  pays  charges. 

Organizationally,  the  plan  is  divided  into  regions,  each  of  which  has  a 
medical  director  who  is  paid  flat  monthly  expenses,  a  stipend,  and  a  share 
of  the  profits.    Together  the  medical  directors  comprise  the  utilization 
review  and  qual ity-of-care  assessment  group  within  ACCESS  Patient's  Choice. 
These  medical  directors  were  picked  because  they  were  respected  in  their 
communities,  were  sympathetic  to  the  notion  of  prepayment,  and  were  anxious 
to  make  prepayment  work.    By  the  end  of  the  summer  of  1984,  it  was  expected 
that  regional  directors  would  be  linked  via  computer  to  the  central  offices 
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and  can  get  more  involved  in  the  preauthorization  process,  which  is  now 
overseen  by  one  of  the  founding  directors. 

Arizona  Physicians  IPA  (formerly  Arizona  Family  Physicians) 

When  the  AHCCCS  program  began,  many  members  of  the  Arizona  Academy  of 
Family  Physicians  thought  it  would  be  a  good  idea  to  develop  a  plan  oriented 
to  family  practice.    However,  many  members  of  the  Academy  disagreed.  To 
help  the  physicians  who  wanted  to  participate  without  offending  those  who 
did  not,  the  board  of  the  Academy  authorized  the  founding  of  the  Arizona 
Family  Health  Care  Foundation.    The  Arizona  Family  Health  Care  Foundation  is 
a  501-(C)-(3)  not-for-profit  corporation.    The  Arizona  Family  Health  Care 
Foundation  owns  the  Arizona  Physicians  IPA,  which  Is  a  for-profit  IPA.  The 
only  stockholder  in  the  IPA  1s  the  Arizona  Family  Health  Care  Foundation. 

At  the  beginning,  the  Arizona  Family  Health  Care  Foundation  realized 
that,  to  recruit  doctors  in  local  areas  to  form  the  IPA,  there  would  have  to 
be  local  control.    Therefore,  every  county  has  a  local  medical  director. 
Medical  directors  from  each  county  form  the  board  of  directors  of  the  IPA. 
The  president  of  the  IPA  1s  a  former  family  practitioner  in  a  rural  area 
(Stafford).    The  vice  president  1s  a  family  physician  still  in  practice  in 
north  Phoenix.    Health  Management  International  of  Arizona  (HMI),  a 
subsidiary  of  Health  Management  International  (formerly  Delaware 
Professional  Services),  is  the  administrator  of  the  plan  and  is  responsible 
for  peer  review  and  utilization  control.    Processing  Management  Systems 
(PMS)  serves  as  the  data  processor  and  claims  processor.    The  IPA  itself  is 
responsible  for  negotiating  contracts  with  the  physicians  and  for 
marketing.    Arizona  Physicians  IPA  has  been  a  successful  bidder  in  all  but 
three  counties  (Apache,  La  Paz,  and  Yavapai)  in  all  categories  and  was  the 
lowest  bidder  in  a  large  percentage  of  those  counties.    AP  IPA  also  has  more 
enrol  lees  than  any  other  single  plan—58,298  as  of  May  1984. 

AP  IPA  has  a  relatively  complicated  incentive  structure.  Hospitals  are 
paid  based  on  charges.    Physicians  are  paid  on  a  UCR  fee-for-service  basis, 
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but  all  of  their  charges,  which  must  have  been  preauthorized,  are  debited 
against  an  individual  primary  care  account  out  of  which  they  are  responsible 
for  delivering  all  primary  care,  Including  EPSDT  services,  pharmacy,  lab, 
x-rays  and  outpatient  specialty  care.    Specialists  are  paid  on  a  UCR 
fee-for-service  basis.    Any  hospital  charges  paid  are  debited  against  the 
hospital  risk  pool. 

Four  risk  pools  compose  the  IPA.  The  first  pool  is  the  administrative 
pool,  which  receives  15%  of  the  capitation  payment.  The  second  pool  is  the 
statewide  risk-sharing  pool,  which  is  allocated  10%.  The  primary  care 
physicians  pool  is  allocated  35%,  and  40%  goes  to  the  hospital  pool.  Thus, 
at  the  beginning  of  each  month,  35%  of  the  capitation  for  each  physician  is 
placed  in  his/her  pool. 

The  formula  for  sharing  in  profits  and  losses  is  as  follows.    If  any 
money  is  left  in  the  administrative  risk  pool,  it  is  returned  to  the 
Foundation;  all  savings  from  the  primary  care  physician  pool  are  returned  to 
primary  care  physicians.    Of  the  savings  from  hospital  care,  50%  goes  to  the 
primary  care  physicians.    Of  the  savings  from  the  statewide  risk  pool,  50% 
goes  to  the  primary  care  physicians.    Of  the  50%  remaining  in  the  statewide 
and  hospital  risk  pools,  27%  is  allocated  to  the  Foundation,  13%  to  HMI,  and 
10%  to  PMS.    HMI  and  PMS  are  allocated  shares  of  the  savings  to  give  them  an 
incentive  to  perform.    If  the  budget  is  overextended,  a  primary  care 
physician  is  not  at  financial  risk  per  se,  but  is  at  risk  only  for  his/her 
time  and  facility  service  use.    Hence  PCPs  are  the  last  to  get  paid  and,  if 
the  money  runs  out,  they  are  not  paid.    However,  they  do  not  have  to  pay 
back  money  to  the  IPA. 

As  of  September  1984,  the  plan  has  undergone  major  reorganization;  it 
is  being  managed  by  a  for-profit  management  company,  United  Medical  Care, 
Inc.    The  AHCCCS  director  mandated  this  reorganization  after  the  plan 
experienced  major  financial  difficulties. 
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CIGNA  Health  Plan  of  Arizona,  Inc. 


CIGNA  Health  Plan  is  a  new  entity  resulting  from  the  January  1  ,  1983, 
merger  of  the  INA  Health  Plan  (formerly  the  ABC  Health  Plan  until  INA  bought 
it  in  1980)  and  the  Arizona  Health  Plan  (which  was  owned  by  Connecticut 
General).    Prior  to  the  merger,  each  of  these  plans  had  a  private-sector 
enrollment  of  75,000;  CIGNA  now  has  over  175,000  private-sector  enrollees. 
CIGNA  Health  Plan  has  13  health  care  facilities  in  Maricopa  and  Pima 
Counties.    It  is  a  staff  model  federally  qualified  HMO. 

During  the  first  year  of  bids,  INA  and  Arizona  Health  Plan  were  awarded 
contracts  for  all  categories  of  eligibles  in  Maricopa  County;  each  plan  bid 
for  a  maximum  of  2,500  enrollees.    Thus,  the  plan  had  a  maximum  potential 
capacity  of  5,000  AHCCCS  enrollees  (only  1,300  eligibles  actually  enrolled) 
at  the  time  of  the  merger  in  January  1983.    The  second  year  CIGNA  bid  for 
4,000  enrollees.    Because  it  was  not  awarded  the  MI/MN  category  in  Maricopa 
County,  its  enrollment  as  of  May  1984  was  2,212  AHCCCS  eligibles. 

Physicians  are  paid  a  salary;  however,  Connecticut  General  did  have  an 
incentive  remuneration  plan  prior  to  the  merger  that  was  not  retained  by 
CIGNA  after  the  merger.    Hospitals  are  paid  on  a  charge  basis  after  a 
discount,  and  the  Samaritan  hospitals  and  Humana  are  the  ones  used  most  of 
the  time.    Any  services  that  cannot  be  provided  by  these  hospitals  or  within 
the  system  itself  are  delivered  on  a  preauthorized  basis  and  reimbursed 
fee-for-service. 

Comprehensive  AHCCCS  Plan 

Comprehensive  AHCCCS  Plan  (CAP)  is  the  only  one  of  Coconino  County's 
four  second-year  AHCCCS  plans  to  have  most  of  its  members  residing  in 
Flagstaff.    CAP  was  started  by  the  local  hospital  and  local  physicians  but 
is  physician  controlled.    It  is  a  not-for-profit  corporation  and  is 
organized  as  an  IPA.    It  had  1,804  enrollees  as  of  May  1984.    The  plan  has 
been  awarded  contracts  in  all  five  categories. 
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During  the  first  year,  the  plan's  primary  care  physicians  were 
capitated  only  for  primary  care  services.    They  were  not  capitated  for 
ancillary  services,  hospital  and  out-of-area  hospital  services,  and 
out-of-hospi tal  specialty  services.    During  the  second  year,  to  compete  more 
directly  with  the  Arizona  Physicians  IPA,  the  plan  adopted  a  payment  system 
similar  to  that  of  AP  IPA;  the  plan  attempted  to  pay  primary  care  physicians 
fee-for-service  using  Industrial  Commission  capped  fee-for-service  rates 
(ICF).    However,  after  2  months  of  the  second  contract  year,  the  plan 
resumed  reimbursing  physicians  as  it  had  in  the  first  year.    This  happened 
partly  because  of  the  complex  administration  required  for  AP  IPA's  system. 
For  specialists  and  ancillary  services,  as  well  as  primary  care  physicians, 
these  fee-for-service  charges  are  then  billed  against  allocated  primary 
care,  specialty,  and  hospital  risk  pools.    Under  this  plan,  the  local 
hospital  is  paid  on  a  capitation  basis;  out-of-area  hospitals  are  paid 
charges. 

During  the  first  year,  CAP  had  competition  from  the  Coconino  Health 
Plan  as  well  as  from  AP  IPA.    Coconino  Health  Plan  has  since  gone  out  of 
business  because  it  could  not  guarantee  services  in  all  necessary  areas; 
apparently  the  plan  could  not  find  a  group  of  obstetricians/gynecologists 
with  whom  to  contract. 

Dynamic  Health  Services 

Dynamic  Health  Services  is  a  small  rural  plan  run  by  two  local 
physicians.    One  is  a  general  surgeon;  the  other  is  a  GP,  anesthesiologist, 
and  former  county  physician. 

Dynamic  Health  Services  was  started  to  provide  a  locally  run  AHCCCS 
option  for  AHCCCS  patients  in  the  southern  part  of  the  county.    As  of  May 
1984,  the  plan  had  1,947  enroll ees  and  competed  against  Arizona  Physicians 
IPA.    ACCESS  Patient's  Choice  was  also  awarded  a  contract  for  the  northern 
part  of  the  county,  which  is  separated  from  the  rest  of  the  county  by  Lake 
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Mead.  However,  ACCESS  Patient's  Choice  declined  the  contract;  providers  in 
the  northern  part  of  the  county  are  now  paid  capped  fee-for-service. 

Physicians  in  private  practice  in  the  community  work  at  the  Dynamic 
Health  Services  clinic  on  an  hourly  basis.    Primary  care  physicians  are  paid 
$40  an  hour  and  specialists  $50  an  hour. 

In  order  to  discourage  unnecessary  emergency  room  use,  the  Dynamic 
Health  Services  clinic,  which  is  located  near  the  Kingman  Regional  Hospital, 
is  open  24  hours  a  day.    Patients  know  that  they  must  go  to  the  clinic  for 
all  emergency  services.    The  clinic,  however,  also  is  used  extensively  by 
private  patients  as  an  emergency  center. 

Kingman  Regional  Hospital  1s  the  only  hospital  in  the  community,  and  it 
is  paid  according  to  its  charges.    The  hospital  has  been  very  reluctant  to 
negotiate  with  Dynamic  Health  Services  and  is  in  fact  hostile  to  it  because 
hospital  officials  view  Dynamic  Health  Services  as  a  competitor  even  though 
they  do  not  have  an  AHCCCS  plan  of  their  own.    Any  losses  are  guaranteed  by 
the  directors,  and  they  distribute  profits  to  all  salaried  physicians,  if 
there  is  any  surplus  at  the  end  of  the  year. 

Dynamic  Health  Services  has  contracts  with  private  laboratories  in 
Phoenix,  who  will  guarantee  24-hour  turnaround  for  any  lab  tests  that  cannot 
be  provided  at  the  clinic.    In  addition,  the  plan  has  negotiated  a  contract 
with  the  Revco  Pharmacies  and  Kingman  Drug  in  Mohave  County. 

El  Rio  Santa  Cruz  Neighborhood  Health  Plan 

The  El  Rio  Santa  Cruz  Neighborhood  Health  Plan  is  run  from  the  El  Rio 
Santa  Cruz  Neighborhood  Health  Center,  a  not-for-profit  501-(C)-(3) 
corporation  chartered  in  1974.    It  derived  most  of  its  revenues  from  Federal 
Neighborhood  Health  Center  and  H111 -Burton  monies  prior  to  AHCCCS.  The 
plan's  board  of  directors  1s  consumer  dominated.    In  June  1984,  El  Rio  Santa 
Cruz  contracted  with  the  Indian  Health  Service  to  provide  care  to  the  Yaqui 
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Indians,  a  contract  which  they  previously  held  but  which  they  competed  for 
with  four  other  plans  in  1984.    El  Rio's  subsidiary,  Family  Health  Plan,  is 
a  state  qualified  HMO  that  is  marketed  to  the  private  sector  and,  as  of  May 
1984,  had  6,158  enrol  lees. 

El  Rio  Santa  Cruz  obtained  contracts  for  all  eligibility  categories 
during  both  years  of  bidding  and  during  the  second  year  had  the  lowest 
composite  rate  in  Pima  County.    During  the  first  year,  the  plan  had  6,800 
enrollees,  but  that  had  dropped  to  6,158  as  of  May  1984.    El  Rio  Santa  Cruz 
is  a  staff  model  plan.    Primary  care  physicians  are  on  staff  and  are  paid 
salaries.    Specialists  sign  contracts  to  provide  services  during  the  day  as 
neeaed,;,  >.m  cm  hourly  re n'rabur semen t  basis.    Is  of  May  I  98$,  there  were  21) 
employees  at  El  Rio  Santa  Cruz:    of  these,  15  were  M.D.s,  6  were  nurse 
practitioners,  2  were  midwives,  and  4  were  dentists.    The  plan  runs  27 
specialty  clinics. 

Hospitalization  takes  place  primarily  at  St.  Mary's  Hospital,  with 
which  the  plan  has  negotiated  a  discounted  charges  contract.    As  of  October 
1983,  plan  officials  were  working  on  a  similar  contract  with  Kino  Community 
Hospital  (the  major  hospital  for  the  Pima  Health  Plan).    Pharmacy,  lab,  and 
x-ray  services  are  provided  in-house. 

Family  Health  Plan  of  Northeast  Arizona 

The  Family  Health  Plan  of  Northeast  Arizona  is  located  in  Show  Low,  a 
small  rural  community  east  of  Phoenix  in  one  of  the  most  popular  ski  areas 
in  the  state.    Navapache  Hospital  sponsors  the  plan,  although  there  is  close 
cooperation  from  the  physicians.    It  is  organized  as  an  IPA  and  bid  for  the 
first  time  during  the  second  year  of  AHCCCS.    During  the  first  year, 
physicians  as  well  as  the  hospital  had  subcontracts  with  Arizona  Physicians 
IPA;  financial  problems  persuaded  them  to  start  their  plan,  which  they  could 
control  directly.    This  plan  has  fewer  enrollees  than  any  other  AHCCCS 
plan— as  of  May  1984,  it  had  503  enrollees. 


The  plan  1s  contract  managed  by  Health  Management  Associates,  Inc. 
Physicians  are  paid  on  a  capitation  basis,  as  are  specialists.    As  of  March 
1984,  the  method  of  sharing  profits  or  losses  had  not  been  determined. 
Preadmission  testing  1s  encouraged,  and  there  is  informal  preadmission 
certification.    All  outpatient  ancillary  tests  are  provided  by  the  hospital 
at  a  discount.    The  plan  was  marketed  via  traditional  mail,  radio,  and 
poster  strategies. 

Gila  Medical  Services 

Gila  Medical  Services  Is  a  small  rural  plan  located  near  Globe, 
Arizona,  2  hours  southeast  of  Phoenix.    It  Is  owned  and  sponsored  by  one 
physician.    Other  physicians  who  serve  the  plan  are  paid  by  salary  or  are 
reimbursed  on  a  discounted  fee-for-serv1ce  basis.    As  of  May  1984,  it  had 
2,178  enroll ees. 

The  major  Industry  1n  the  Globe  area  is  copper  mining;  the  plan  is 
currently  trying  to  make  a  capitated  arrangement  with  the  mining  companies. 
However,  this  must  be  ratified  under  a  collective  bargaining  agreement, 
which  did  not  pass  during  1983.    The  plan  1s  administered  by  a  former  health 
systems  agency  director.    Office  operations  include  computerized  accounting, 
billing,  general  ledger,  and  encounter  data  systems.    All  bids  were  prepared 
by  the  plan's  administrator. 

During  the  first  year,  the  local  hospital  was  paid  on  a  capitation 
basis,  but  the  administrator  believed  that  this  method  resulted  in 
overpayment;  now  the  plan  pays  hospital  charges.    Preadmission  certification 
is  not  required  except  for  hospital  care  provided  outside  the  Globe  area. 
The  plan  has  negotiated  special  contracts  with  pharmacies.    The  major 
marketing  strategies  were  mail  and  billboards. 
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Graham  County  Doctors  Plan 


The  Graham  County  Doctors  Plan  seceded  from  the  Mount  Graham  Hospital 
Plan.    The  original  hospital  plan  had  management  difficulties,  was  unable  to 
attract  patients,  and  was  unable  to  compete  with  the  Arizona  Physicians 
IPA.    Local  physicians  wanted  to  sponsor  their  own  plan  but  did  not  have  the 
necessary  expertise  to  construct  their  own  bid.    Their  decision  to  sponsor 
their  own  plan  was  heavily  influenced  by  one  of  the  administrators  of  the 
Mount  Graham  Hospital  Plan  and  the  administrator  of  one  of  the  local  medical 
groups.    These  two  individuals  formed  their  own  corporation,  designed  the 
new  plan,  and  prepared  the  bid  and  application  to  AHCCCS;  they  currently 
manage  the  plan  on  contract  from  three  physicians'  groups  who  sponsor  the 
plan.    The  emergence  of  the  plan  has  resulted  in  solidifying  the  medical 
community  in  Graham  County.    The  plan  has  developed  its  own  billing  and 
accounting  systems  and  has  a  computer  that  has  allowed  it  to  automate  all 
its  financial  and  encounter  data. 

Physicians  are  paid  on  a  capitated  basis;  specialists  are  paid 
fee-for-service.    The  hospital  is  paid  on  a  capitated  basis  and  provides 
special  triage  nurses  for  AHCCCS  patients  in  the  emergency  room.  Pharmacies 
are  paid  on  a  capitation  basis.    As  of  May  1984,  the  plan  had  1,044 
enrollees. 

Health  Care  Providers  of  Arizona 

Health  Care  Providers  of  Arizona  has  been  awarded  contracts  for  both 
years  in  all  categories  in  Maricopa  and  Pinal  Counties.    Health  Care 
Providers  was  started  by  two  ophthalmologists  in  Phoenix,  one  of  whom  is  a 
doctor  of  osteopathy  and  the  other  an  M.D.    This  combination  has  enabled 
Health  Care  Providers  to  assemble  a  network  of  physicians,  half  of  whom  are 
D.O.s,  and  the  other  half  of  whom  are  M.D. s.    Slightly  over  half  of  the 
primary  care  physicians  are  D.O.s,  while  more  than  half  of  the  specialists 
are  M.D.s.    The  administrator  of  the  plan  used  to  be  the  director  of 
financial  development  at  Samaritan  Hospital  Corporation. 
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During  the  first  year,  Health  Care  Providers  bid  to  serve  100,000 
patients  but  only  2,000  eligibles  enrolled.    As  of  May  1984,  the  plan  had 
16,046  members  and  contracted  with  over  60  primary  care  physicians.  Primary 
care  physicians  are  paid  a  $2  per  month  capitation;  specialists  are  paid  a 
slightly  higher  capitation  rate.    The  plan  also  has  capitation  contracts 
with  pharmacies  and  labs  in  the  community,  and  has  contracts  to  pay  billed 
charges  with  most  hospitals  in  both  counties  (except  that  plan  officials 
negotiated  a  discount  with  all  Samaritan  hospitals). 

As  of  September  1984,  Health  Care  Providers  is  under  new  management 
because  of  the  extreme  financial  difficulties  1t  had  experienced. 

The  Maricopa  Health  Plan 

The  Maricopa  Health  Plan  (MHP)  1s  a  countywide  organized  system  of 
care.    It  uses  the  physicians  and  hospitals  from  the  old  county  health 
system  that  treated  Indigent  patients  prior  to  AHCCCS.    Funds  for  the  MHP 
are  segregated  from  other  county  funds.    The  MHP  1s  essentially  a  group 
model  plan.    MHP  is  run  by  the  Heal thAmerica  Corporation  through  a  contract 
with  the  county.    This  1s  a  2-year  contract  from  October  1982  to  the  end  of 
September  1984.    MHP  contracts  for  the  delivery  of  care  with  a  physician 
group  called  Maricopa  Community  Medicine  Associates,  which  1s  totally 
responsible  for  the  delivery  of  care  to  the  enrolled  population.  Although 
the  physician  group  collectively  Is  capitated  and  thus  under  risk,  the 
individual  physicians  are  paid  on  salary.    Additionally,  MHP  contracts  with 
the  county  hospital  for  inpatient  services.    Inpatient  services  are  provided 
at  rates  which,  according  to  the  MHP  director,  are  quite  reasonable. 

The  Maricopa  Health  Plan  comprises  15  health  centers.    Enrol  lees  are 
directed  to  sign  up  with  a  primary  care  physician  at  the  health  center 
closest  to  them.    They  may  choose  any  primary  care  physician  practicing  out 
of  that  health  center.    Whereas  primary  care  physicians  are  paid  a  salary, 
specialists  are  paid  on  a  fee-for-service  basis.    Midwives  and  other 
mid-level  practitioners,  such  as  physician  assistants  (PAs),  do  practice 
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within  the  county  system  and  are  employees  of  the  county.    Heal thAmerica 
contracts  with  other  hospitals  to  provide  highly  specialized  services,  such 
as  oncology,  that  cannot  be  provided  directly  by  the  county  hospital.  Under 
this  organizational  structure  the  HealthAmerica  Corporation  itself  has  no 
risk;  the  risk  has  been  passed  on  to  doctors  and  to  hospitals. 

Maricopa  Health  Plan  bid  in  both  the  first  and  second  years.  During 
the  first  year,  the  plan  received  contracts  in  all  categories,  so  that 
enrollment  totaled  40,000.    During  the  second  year,  however,  MHP  did  not 
receive  contracts  for  the  MI/MNs.    As  a  result,  enrollment  dropped  to  18,117 
as  of  May  1984.    MHP  states  that  it  experienced  severe  adverse  selection  in 
the  first  year,  which  meant  it  had  to  bid  higher  than  any  other  bidder  for 
MI /MM  clients  in  the  second  year.    The  county  sued  AHCCCS  to  reinstate  the 
MI/MN  category,  but  it  lost  the  case. 

Northern  Arizona  Family  Health  Plan 

Northern  Arizona  Family  Health  Plan  1s  the  only  AHCCCS  provider  in 
Yavapai  County.    It  is  an  IPA  model  plan  with  3,309  enroll ees  as  of  May 
1984.    NAFHP  is  contract-managed  by  Health  Management  Associates,  Inc.,  a 
consulting  plan  that  also  manages  the  Family  Health  Plan  of  Northeast 
Arizona.    It  serves  enrol  lees  in  the  communities  of  Cottonwood  and 
Prescott. 

The  plan  itself  incurs  no  financial  risk;  Its  physicians  and  hospitals 
bear  the  risks.    The  health  plan  contracts  with  doctors  and  dentists 
individually.    Doctors  bill  the  health  plan  on  a  fee-for-service  basis.  All 
primary  care  physician  charges  are  then  debited  against  the  primary  care 
physician  risk  pool.    The  plan  currently  pays  for  more  complicated 
procedures  on  a  fee-for-service  basis,  which  they  must  refer  to  hospitals  in 
Maricopa  County.    However,  the  owners  are  trying  to  negotiate  capitation 
rates  with  these  Maricopa  County  facilities. 
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Phoenix  Health  Plan 


Phoenix  Health  Plan  is  a  new  plan,  which  bid  for  the  first  time  during 
the  second  year.    As  of  May  1984,  it  was  legally  organized  as  a 
physician-controlled  plan  and  run  from  Phoenix  Memorial  Hospital.  All 
physicians  are  affiliated  with  the  hospital.    There  are  19  primary  care 
physicians  in  the  plan  and  30  to  40  specialists.    Primary  care  physicians 
are  paid  on  a  capitation  basis  at  the  rate  of  $9.03  per  member  per  month  for 
all  four  categories  of  patients.    Of  this  $9.03,  85%  1s  allocated  to  an 
individual  physician  pool  and  15%  Into  a  group  physician  risk  pool. 
Specialists  are  paid  discounted  fees  for  service  standardized  by  the 
California  Relative  Value  Scale.    EPSDT  services  are  the  only  primary  care 
services  covered  on  a  fee-for-serv1ce  basis;  they  are  paid  at  the  rate  of 
$15  per  visit. 

Initially,  the  management  of  Phoenix  Health  Plan  did  not  want  to 
sponsor  their  own  health  plan  and  hence  did  not  bid  in  the  first  year;  they 
were  unsure  of  how  the  AHCCCS  system  would  work  and  how  they  might  fare 
under  it  financially.    As  a  result,  prior  to  the  first-year  bidding  process 
they  agreed  to  subcontract  with  the  Maricopa  Health  Plan.    However,  during 
the  first-year  bidding  process,  subcontracts  did  not  have  to  be  signed  until 
after  bids  were  awarded,  and  the  subcontract  between  Phoenix  Health  Plan  and 
Maricopa  Health  Plan  was  never  signed  (probably  because  there  were  not 
enough  patients).    To  avoid  this  type  of  uncertain  situation,  Phoenix  Health 
Plan  chose  to  bid  by  itself  in  the  second  year.    As  of  May  1984,  there  were 
880  enrollees  in  the  plan,  rather  than  the  4,000  anticipated. 

Pima  Health  Plan 

Pima  County  reorganized  its  county  health  system  to  form  Pima  Health 
Plan,  a  group  model  plan.    Physicians  providing  care  during  the  first  year 
of  AHCCCS  belonged  to  Kino  Physicians,  Inc.;  this  group  provided  services  to 
county  patients  prior  to  AHCCCS  and  then  contracted  with  the  county.  In 
October  1983,  Pima  Health  Plan  started  contracting  with  the  University  of 
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Arizona  for  all  professional  services.    The  plan  is  contract-managed  by 
Heal thAmerica  Corporation.    Kino  Community  Hospital,  the  county  hospital,  is 
located  adjacent  to  the  Pima  Health  Plan  and  serves  as  its  major  health 
facility.    Kino  is  paid  on  a  discount  basis  through  an  agreement  between  the 
plan  and  the  county.    Preadmission  risk  certification  is  required,  and 
preadmission  testing  is  done  to  the  extent  that  it  is  possible  in  plan 
facilities.    As  of  May  1984,  the  plan  had  10,646  enrollees. 

Pinal  General  Hospital 

Pinal  General  Hospital  is  a  county-sponsored,  staff  model  plan.  The 
medical  staff  are  salaried  county  employees.    The  hospital  is  owned  by  the 
county;  the  relationship  between  the  county  and  the  hospital  is  so  close 
that  the  hospital's  accounting  is  provided  by  the  County  Auditor.  Specialty 
services  that  the  plan  is  unable  to  provide  are  provided  by  specialists  at 
Maricopa  Health  Plan  on  a  contractual  basis.    Preauthorization  for  care  is 
required  for  hospitalizations  and  referrals  inside  as  well  as  outside  the 
plan.    The  hospital  is  reimbursed  for  charges  but  is  at  risk.    Most  lab 
tests  (outpatient  and  inpatient)  are  provided  by  the  hospital;  whatever 
cannot  be  done  there  is  contracted  out.    Financial  data  (but  not  encounter 
data)  are  automated. 

Samaritan  Health  Services  (Medical  Care  Systems) 

Samaritan  Health  Services  is  a  division  of  the  Samaritan  Corporation 
(SAMCORP)  in  Phoem* x--a  nonprofit  hospital  chain  that  owns  the  largest 
number  of  hospital  beds  in  Arizona.    Although  SAMCORP  does  not  sponsor  a 
plan  in  any  of  the  large  urban  areas,  it  does  sponsor  a  plan  that  serves 
communities  in  four  counties  (Apache,  Coconino,  Gila,  and  Pinal),  all  of 
which  are  rural  but  have  SAMCORP  hospitals.    (Samaritan  Health  Services  is 
the  only  health  plan  in  Apache  county.)    As  of  May  1984,  the  plan  had  1,574 
enrollees. 
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SAMCORP  sponsors  the  plan  by  providing  financial  and  legal  backing,  but 
management  is  contracted  to  Medical  Care  Systems,  whose  offices  are  located 
in  Springerville.    The  plan  was  organized  at  the  urging  of  doctors  in  Apache 
county  who  desired  to  start  their  own  local  AHCCCS  plan.    Neither  the 
contract  administrator  nor  the  physicians,  however,  had  sufficient  technical 
expertise  to  prepare  the  first  bid  or  sufficient  capital  to  take  the 
financial  risk.    Thus,  they  asked  Samaritan  Health  Services  to  provide  them 
with  reinsurance,  hospital  services  (although  not  at  a  discount),  and 
actuarial,  accounting,  and  legal  support.    Originally,  the  local  doctors  who 
started  the  plan  1n  Apache  County  refused  to  sign  up  with  the  Arizona 
Physicians  IPA.    When  AP  IPA  found  1t  could  not  contract  with  enough 
physicians  in  that  county,  1t  filed  a  complaint  with  the  state  Attorney 
General  alleging  restraint  of  trade.    As  of  May  1984,  this  dispute  had  not 
been  resolved. 

Even  though  SAMCORP  1s  not-for-profit,  the  plan's  management  company, 
Medical  Care  Systems,  is  for-profit.    The  management  company's  owners  are 
all  primary  care  physicians  except  two;  one  is  an  administrator  and  one  is  a 
radiologist.    SAMCORP  holds  the  minority  interest.    The  primary  care 
physician  owners  are  paid  on  a  capitated  basis;  other  physicians  participate 
on  a  contract  basis  and  are  paid  UCR  fee-for-service  rates.    Most  of  the 
hospitalizations  take  place  within  the  Samaritan  hospital  system;  almost  all 
tertiary  referrals  are  to  Good  Samaritan  Hospital  1n  Phoenix. 

As  would  be  the  case  in  most  rural  areas,  Samaritan  plan  physicians 
have  a  strong  relationship  with  the  hospital,  and  thus  no  preadmission 
certification  is  required,  although  preadmission  testing  is  required.  All 
outpatient  ancillary  services  are  provided  by  the  hospitals  because  most 
services  are  not  available  in  the  physicians'  offices.    Samaritan's  primary 
marketing  strategies  were  by  mail,  billboards,  and  newspaper  articles. 
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St.  Joseph's  Mercy  Care  Plan 


This  plan,  sponsored  by  one  of  the  most  respected  hospitals  in  Maricopa 
County,  bid  for  the  first  time  during  the  second  year.    St.  Joseph's  has  had 
a  long-term  commitment  to  the  treatment  of  indigent  patients.  In 
particular,  St.  Joseph's  has  always  sponsored  a  clinic  for  those  poor 
persons  who  are  not  eligible  for  public  assistance  and  do  not  have  private 
health  insurance. 

St.  Joseph's  Hospital  and  Medical  Center  formed  the  Mercy  Care  Plan  to 
supplement  the  indigent  health  care  already  being  provided  through  the 
clinic.    In  response  to  a  mail  brochure,  the  plan  filled  quickly  in  October 
1983  and,  in  fact,  was  enrolled  over  its  capacity  of  2,250.    The  plan's 
membership  has  continually  decreased  since  October  and,  as  of  May  1984,  had 
dropped  to  2,087. 

Mercy  Care  Plan  is  organized  as  a  staff  model  plan;  primary  care 
physicians  are  paid  a  salary  by  the  hospital,  but  specialists  are  paid  on  a 
discounted  fee-for-service  basis.    Specialists  are  drawn  from  the  medical 
staff  of  the  hospital,  with  a  few  exceptions.    Discounted  fee-for-service 
rates  were  easy  to  negotiate  because  a  similar  mechanism  had  been  negotiated 
for  the  indigent-care  clinic.    St.  Joseph's  used  the  accounting  firm  of 
Arthur  Anderson  as  an  actuary  to  formulate  its  bid  for  the  second  year  of 
the  AHCCCS  program. 

St.  Joseph's  is  run  by  an  AHCCCS  coordinator,  formerly  an  employee  of 
MSGI,  who  is  responsible  to  the  hospital's  administrator/controller  and  the 
administrator  for  outpatient  services.    The  plan  does  not  use  incentive 
reimbursement  or  mid-level  practitioners.    All  tests,  whether  for  diagnostic 
workups  or  preadmission  testing,  are  done  in  the  hospital  campus  whenever 
possible.    Twenty-four-hour  care  is  provided  through  an  Extended  Hours 
Clinic  and  the  hospital  emergency  room.    Use  in  both  facilities  is 
controlled  by  a  triage  nurse  and  the  clinic  residents  on  call. 


XI-52 


In  addition  to  the  prime  contract  with  the  AHCCCS  Program  through  the 
Mercy  Care  Plan,  St.  Joseph's  Hospital  also  has  a  subcontract  with  one  of 
the  other  main  AHCCCS  plans  1n  Maricopa  County— Arizona  Physicians  IPA. 
This  subcontract  allows  indigent  patients  being  served  by  the  Mercy  Care 
clinic  who  become  AHCCCS  eligible  to  choose  Arizona  Physicians  and  then 
request  Mercy  Care  Center  as  a  primary  care  gatekeeper.    This  enables  them 
to  continue  their  care  through  the  clinic.    This  subcontract  is  set  up  on  a 
capitated  basis  at  80%  of  Arizona  Physicians'  capitated  rate  for  each 
category.    St.  Joseph's  is  also  responsible  for  authorizing  all  care  and 
paying  all  bills  associated  with  the  members  enrolled  in  the  subcontract. 

University  Famli-Care 

University  Famli-Care  is  operated  by  the  Department  of  Family  and 
Community  Medicine  at  the  University  of  Arizona  School  of  Medicine  in 
Tucson.    Famli-Care  has  three  clinics  in  the  Tucson  area  and  three  health 
centers  in  rural  areas  south  of  Tucson.    Famli-Care  has  a  contract  to 
provide  services  to  all  categories  of  eliglbles  and  had  4,405  enrol  lees  as 
of  May  1984. 

Although  Famli-Care  bid  unsuccessfully  in  the  first  year,  it  was 
nonetheless  the  largest  primary  care  provider  in  Pima  County  through  its 
subcontract  with  Arizona  Physicians  IPA.    However,  the  University  decided  to 
break  off  in  the  second  year  and  again  bid  separately  from  AP  IPA  because  of 
slow  payments,  lack  of  communication  over  the  administrative  process,  and  a 
conflict  of  interest  (the  original  administrator  of  the  subcontract 
eventually  became  an  AP  IPA  board  member). 

Famli-Care' s  relationships  with  other  local  AHCCCS  providers 
exemplifies  the  unique  "competition/cooperation"  situation  among  these 
providers  in  Tucson  since  AHCCCS.    In  addition  to  providing  care  at  rural 
clinics  and  for  El  Rio  Santa  Cruz,  Famli-Care  provides  all  professional 
services  for  Kino  Community  Hospital,  which  is  the  Pima  County  hospital  and 
the  primary  hospital  facility  used  by  the  Pima  Health  Plan.  However, 
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Famli-Care  is  bidding  against  K1no  Community  Hospital  and  El  R1o  Santa  Cruz 
(along  with  CIGNA  and  AP  IPA)  for  a  contract  to  deliver  care  to  the  Yaqui 
Indians. 

The  Department  of  Family  and  Community  Medicine  is  paid  at  the  rate  of 
$7  per  member  per  month  to  provide  primary  care  services  for  the  University 
clinics  and  $5  per  member  per  month  to  serve  at  rural  clinics.    Based  on 
performance,  Famli-Care  primary  care  physicians  can  earn  up  to  an  additional 
$3  per  patient  per  month  for  cost-effective  care.    The  specialty  departments 
at  the  University  are  allocated  $6  per  patient  per  month  for  care;  20%  is 
held  back  as  a  risk  pool.    Specialists  In  these  departments  bill  against  the 
pool  for  any  services  they  render.    Any  profits  remaining  in  the  risk  pool 
are  shared  with  the  specialists  in  proportion  to  their  billing. 

Famli-Care  has  signed  an  agreement  to  pay  the  University  of  Arizona 
Hospital  discounted  charges.    Any  care  not  provided  by  the  University 
Hospital,  such  as  burn  care,  is  reimbursed  based  on  charges. 

F ami  1 -Care  has  also  negotiated  to  pay  the  University  Pathology 
Department  for  all  lab  services  on  a  capitation  basis.    (During  the  first 
year,  when  Famli-Care  was  a  subcontractor  to  AP  IPA,  all  outpatient  lab 
testing  was  done  through  contract  to  a  private  laboratory  in  Tucson.)    As  of 
May  1984,  Famili-Care  was  working  on  a  similar  agreement  with  the  Department 
of  Radiology.    The  plan  also  has  fee-for-service  contracts  with  independent 
pharmacies  in  the  Tucson  area., 

Western  Sun  Associates  (Community  Health  Care) 

Western  Sun  Associates,  successful  bidders  in  the  first  and  second 
years,  operates  the  only  AHCCCS  plan  located  in  Arizona's  new  La  Paz 
County.    Western  Sun  is  a  consulting  firm  that  provides  management  services 
to  health  care  organizations.    Prior  to  AHCCCS,  Western  Sun  managed  Yuma 
County's  indigent  care  program  under  contract. 
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Western  Sun's  AHCCCS  plan  does  not  fit  easily  into  one  particular 
organizational  category.    In  Yuma,  the  county's  most  heavily  populated  area, 
the  plan  is  organized  essentially  as  a  staff  model  plan.    The  major  delivery 
site  (the  old  County  Health  Clinic)  is  staffed  by  full-  and  part-time 
salaried  physicians.    In  the  less  densely  populated  areas  of  the  county, 
Western  Sun  operates  as  an  IPA;  it  has  individual  contracts  with  primary 
care  physicians  who  are  paid  on  a  fee-for-service  basis.    As  of  May  1984, 
Western  Sun  had  2,962  enrol  lees. 

Because  Western  Sun  is  a  management  consulting  firm,  it  has  been  quite 
successful  in  developing  an  operational  management  Information  system, 
(including  general  ledger,  financial  analysis,  and  encounter  data)  to  track 
performance  under  AHCCCS.    In  the  future,  Western  Sun  plans  to  market  its 
encounter  system  to  other  small  prepaid  organizations. 

During  the  first  year  of  operation,  hospitals  contracting  with  Western 
Sun  were  reimbursed  on  a  capitation  basis  and  were  at  full  financial  risk. 
During  the  second  year,  Western  Sun  switched  to  a  charge-based  reimbursement 
because  the  plan  perceived  that  capitation  led  to  substantial  hospital 
overpayment.    All  of  the  primary  care  providers  in  Western  Sun  are  limited 
in  their  capacity  to  perform  tests;  tests  are  contracted.    Western  Sun's 
marketing  strategies  included  hiring  AFDC  mothers  to  do  door-to-door 
canvassing. 
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Notes  for  Chapter  XI 


1.  National  HMO  Census,  1980.    Office  of  Health  Maintenance  Organizations, 
DHHS  "Publication  #(PHS)  81-5959,  June  30,  1980,  pp.  37,  38. 

2.  El  Rio  Santa  Cruz's  Neighborhood  Health  Care  Plan  is  a  state-licensed 
HMO,  not  a  federally  qualified  HMO.    For  the  purpose  of  this  report,  it 
is  classified  as  an  HMO.    Although  the  term  "HMO"  normally  describes  a 
federally  qualified  health  plan,  Arizona  uses  the  term  to  describe  its 
own  state-licensed  prepaid  plans. 
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XII    THE  IMPLEMENTATION  OF  GATEKEEPING  AND  COPAYMENTS 


Gatekeeping  and  copayments  are  two  of  the  most  important  cost 
containment  features  of  the  AHCCCS  program.    Gatekeeping  is  discussed  in  the 
first  section,  copayments  in  the  second. 

Gatekeeping 

The  AHCCCS  program  requires  that  all  AHCCCS  eligibles  within  a  plan 
choose  or  be  assigned  to  a  primary  care  physician  who  will  serve  as  the 
"gatekeeper"  for  all  care  received.    It  is  hoped  that  the  gatekeeper  will  be 
a  provider  who  knows  the  patient's  total  medical  needs  as  well  as  the 
efficacy  of  current  technologies  and  will,  on  behalf  of  the  patient, 
authorize  and  coordinate  the  care  that  is  most  needed  in  that  patient's 
treatment.    In  addition  to  providing  better  coordination  of  care,  it  is 
anticipated  that  gatekeeping  will  limit  utilization  by  eliminating 
unnecessary  hospitalization  and  emergency  room  visits,  as  well  as  specialty 
care  that  is  inappropriate  to  the  needs  of  the  patient.    Because  the  concept 
of  a  primary  care  gatekeeper  is  relatively  new  and  has  not  been  implemented 
widely  in  the  private  or  public  sector,  it  is  of  particular  interest  to 
analyze  the  ways  in  which  AHCCCS 's  gatekeeping  system  has  been  implemented 
and  its  perceived  effectiveness. 

This  section  documents  the  variety  of  ways  in  which  the  gatekeeper 
concept  has  been  implemented  in  the  health  plans  participating  in  AHCCCS. 
It  should  be  no  surprise  that  19  plans  that  are  so  different  from  one 
another  have  implemented  the  gatekeeping  system  in  a  variety  of  ways.  The 
section  begins  with  a  subsection  defining  the  AHCCCS  gatekeeping  rules. 
Important  plan  differences  that  reflect  the  plan's  concept  of  gatekeeping 
are  discussed  in  the  following  subsections.    These  are: 
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.    The  means  by  which  AHCCCS  eligibles  choose  or  become  assigned  to  a 
primary  care  physician. 

.    Who  can  serve  as  a  gatekeeper. 

.    Responsibilities  of  gatekeepers  with  regard  to  referrals. 

.    Responsibilities  of  gatekeepers  with  regard  to  hospital  admissions. 

.    Responsibilities  of  gatekeepers  with  regard  to  emergency  room 
services. 

.    Physician  knowledge  and  perceptions  of  the  gatekeeping  system. 
AHCCCS  Gatekeeping  Rules 

The  original  AHCCCS  legislation  required  that  each  bidder  deliver  care 
on  a  prepaid  basis  through  use  of  a  primary  care  gatekeeper.    Thus,  AHCCCS 
is  set  up  like  a  primary  care  network  (PCN).     The  distinguishing  feature 
of  a  PCN  is  that  access  to  the  use  of  resources  (specialists,  emergency 
room,  hospital,  laboratories,  pharmacies)  1s  controlled  by  a  primary  care 
physician  or  gatekeeper  knowledgeable  as  to  the  needs  of  the  patient.  To 
receive  treatment,  an  enroll ee  must  contact  his/her  gatekeeper.    In  theory, 
only  care  provided  or  authorized  by  a  gatekeeper  is  to  be  paid  for  by  plans; 
only  plans  implementing  this  concept  are  eligible  to  participate  in  AHCCCS. 

Means  by  Which  AHCCCS  Eligibles  Choose  or  Become  Assigned  to  a  Primary 
Care  Physician 

Each  AHCCCS  eligible  chooses  or  is  assigned  to  a  plan  (this  process  is 
described  in  detail  in  Chapter  XIV).    All  plans  have  implemented  the 
gatekeeper  function;  that  is,  no  plans  permit  enrol  lees  to  have  direct 
access  to  specialists.    Conceptually,  the  implementation  of  gatekeeping 
starts  when  plans  begin  the  process  of  matching  an  enrol  lee  with  a  primary 
care  provider.    For  independent  practice  associations  (IPAs),  this  often  has 
already  occurred:    some  individuals  are  attracted  to  an  IPA  plan  because 
their  own  primary  physician  is  associated  with  that  plan.    Otherwise,  a 
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patient  may  be  matched  with  a  primary  care  physician  by  patient  choice  or  by 
assignment.    Plans  differ  greatly  in  the  manner  in  which  patients  choose  or 
are  assigned  to  primary  care  physicians.    Those  plans  organized  as  IPAs  or 
those  organized  around  practitioners  in  solo  practice  (usually 
physician-sponsored  plans)  are  usually  the  ones  that  take  the  choice  of  a 
primary  care  physician  most  seriously.    Staff  and  group  model  plans  and 
hospital -sponsored  plans  most  frequently  do  not  require  patients  to  select  a 
specific  physician  as  gatekeeper;  rather,  patients  select  a  particular 
center  or  clinic  within  the  plan  that  serves  as  the  gatekeeper. 

The  reason  IPAs  place  such  Importance  on  enroll ees'  choosing  a 
gatekeeper  is  both  practical  and  political.    Practically,  an  IPA  must  ensure 
that  physicians  in  the  community  who  have  agreed  to  provide  care  do  so  and 
that  no  physician  is  overloaded  or  has  more  patients  than  he  or  she  agreed 
to  serve.    Hence,  enrol lee  selection  or  assignment  is  a  good  management 
control  technique.    Politically,  plans  must  be  careful  that  patients  can 
retain  (if  they  wish)  their  established  pre-AHCCCS  source  of  care.  Many 
primary  care  physicians  in  rural  areas  have  expressed  a  concern  that  AHCCCS 
causes  them  to  lose  existing  patients.    Prior  to  AHCCCS,  most  indigent  care 
1n  rural  areas  was  provided  by  private  physicians.    Many  of  the  problems 
patients  have  had  with  AHCCCS  have  arisen  because  the  patients  did  not 
choose  a  plan  during  the  enrollment  process  and  thus  were  assigned  to 
providers  different  from  those  they  had  gone  to  in  the  past,  even  though 
their  previous  providers  might  have  been  available.    Thus,  for  community 
relations  purposes  the  health  plans  have  had  to  be  careful  to  give  patients 
the  opportunity  to  choose  a  primary  care  physician  based  on  complete 
information  about  all  participating  physicians  in  the  community. 

While  the  primary  goals  of  gatekeeping  are  to  reduce  cost  and  to  foster 
appropriate  utilization,  1t  is  also  viewed  by  policymakers  as  a  method  of 
ensuring  access  to  care.    Many  of  the  staff  or  group  model  and 
hospital -sponsored  plans  do  not  require  the  enroll ee  to  choose  or  be 
assigned  a  specific  primary  care  gatekeeper  physician;  the  prepaid  plan 
itself  serves  as  the  gatekeeper.    These  plans  represent  organized  systems  of 
care  in  a  way  that  IPAs  do  not,  because  the  plan  itself  has  the  ability  to 
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deliver  all  of  its  services.    It  is  unclear  whether  this  arrangement 
increases  or  decreases  access  to  care.    If  access  to  care  is  not  decreased, 
then  AHCCCS's  requirement  that  a  specific  primary  care  gatekeeper  be 
assigned  to  the  patient  may  not  be  necessary  for  such  plans. 

Plans  That  Require  Patients  to  Choose  a  Specific 
Physician  or  Assign  Patients  to  One 

Most  of  the  plans  that  require  patients  to  choose  a  particular  primary 
care  physician  are  IPAs  or  physician-sponsored  plans.    These  plans  typically 
request  that  AHCCCS  eligibles  who  have  chosen  their  plan  choose  primary  care 
physicians  through  the  mail  or  by  telephone. 

After  the  plan  is  notified  of  the  member's  plan  selection  or 
assignment,  most  plans  send  a  letter  of  welcome  to  the  new  member.    In  the 
letter,  the  member  is  reminded  of  the  plan's  operation— that  is,  that  the 
new  member  must  first  see  the  plan  gatekeeper  when  he/she  needs  care--and  is 
given  a  list  of  primary  care  physicians  from  which  to  select  a  gatekeeper. 
Some  plans  ask  members  to  state  their  selection  of  gatekeeper  by  sending 
back  an  enclosed  card  within  a  specified  period  of  time.    Others  require 
that  the  new  members  call  the  plan  office  and  indicate  their  choice  over  the 
telephone. 

In  general,  plans  have  specified  that  the  choice  be  made  within  two  or 
three  weeks  of  selecting  a  plan.    Some  plans  follow  up  their  request  to 
select  a  primary  care  gatekeeper  with  a  reminder  through  the  mail  or  by 
telephone.    However,  the  plans  that  require  enrol  lees  to  choose  a  primary 
care  physician  immediately  are  relatively  unsuccessful  in  getting  the 
enrollees  to  make  the  choice.    Responses  to  letters  and  telephone  calls 
rarely  exceed  25%,  leaving  75%  of  enrollees  without  a  designated  primary 
care  physician.    Most  plans  report  that,  no  matter  what  efforts  are  made, 
some  enrollees  simply  cannot  select  a  primary  care  physician  so  early, 
unless  they  have  an  established  relationship  with  one  of  the  primary  care 
physicians  in  the  plan. 
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To  rectify  this  problem,  plans  have  tried  one  of  two  strategies:  some 
plans  do  not  ask  the  enrollee  to  choose;  they  automatically  assign  patients 
to  a  primary  care  provider,  notifying  them  of  the  assignment  by  mail.  Other 
plans  wait  until  the  first  time  the  enrollee  calls  1n,  and  then  ask  the 
enrollee  to  choose  or  have  a  PCP  assigned.    Each  method  has  its  drawbacks: 
there  1s  no  guarantee  that  the  automatic  assignment  process  will  be 
acceptable,  and  plans  that  do  not  assign  enrol lees  to  primary  care 
physicians  often  experience  substantial  administrative  difficulty. 
Enrollees  who  wait  to  contact  the  plan  until  they  are  sick  often  make  that 
contact  through  a  physician  to  whom  they  are  accustomed  to  going  but  who  is 
not  associated  with  the  plan.    The  results  are  dissatisfaction  among 
enrollees  and  retroactive  denial  of  physician  claims. 

Those  plans  that  assign  enrollees  to  gatekeepers  before  or  upon  the 
enrollee' s  first  encounter  with  AHCCCS  use  several  different  methods  to  do 
so.    Rural  assignments  are  made  according  to  a  formula  that  takes  into 
account  the  capacity  of  the  physician,  the  location  of  the  physician 
relative  to  where  a  patient  lives,  and  (sometimes)  age  of  the  patient.  Age 
can  be  an  important  factor  in  assigning  patients  to  primary  care  physicians 
of  certain  specialties,  such  as  pediatrics  and  geriatrics.    However,  since 
most  of  the  physicians  serving  as  gatekeepers  are  family  physicians,  age  is 
not  used  frequently. 

Plans  That  May  Not  Require  Selection  of  a  Particular 
GatekeepeT  ~~  ' 

Staff  or  Group  Model  and  Hospital -Sponsored  Plans 

Staff  or  group  model  and  hospital -sponsored  plans  frequently  handle  the 
issue  of  selection  of  a  primary  care  gatekeeper  differently  than  do  IPAs  and 
physician-sponsored  plans.    The  central  characteristic  that  sets  the  former 
plans  apart  from  IPAs  and  physician-sponsored  plans  is  the  central ity  of 
their  clinic  locations  and  the  comprehensiveness  of  their  health  care 
delivery  systems.    In  these  more  comprehensive  plans,  physicians  often  are 
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organized  Into  groups  or  clinics,  and  enroll ees  are  asked  to  designate  one 
of  the  clinics  or  centers  as  their  gatekeeper.    Ho  emphasis  is  placed  on 
requiring  a  patient  to  choose  a  specific  physician  within  a  center.  Members 
are  encouraged  to  go  to  their  gatekeeper  clinic  for  all  their  care.    If  they 
do  not  choose  a  center  or  clinic,  an  assignment  is  made,  but  this  is  not 
enforced.    Rather,  patients  can  be  seen  in  any  clinic  or  center  connected 
with  the  urban  hospital  plans. 

For  example,  the  St.  Joseph's  Mercy  Care  Plan  assigns  a  member  to  one 
of  two  clinics,  depending  on  age  (children  to  a  pediatric  clinic  and  adults 
and/or  children  to  a  family  practice  center).    If  a  member  makes  a  specific 
request,  assignment  is  made  to  the  requested  clinic.    Referrals  are  then 
made  from  the  family  practice  center  to  either  a  clinic  specializing  in 
adult  specialty  care  or  a  clinic  specializing  in  OB/GYN  problems.  Because 
St.  Joseph's  Mercy  Care  Center  is  a  teaching  facility,  the  gatekeeper  can  be 
the  staff  doctor  assigned  to  the  clinic  or  one  of  the  residents.    A  member 
who  returns  for  treatment  is  not  required  to  return  to  the  same  gatekeeper, 
although  he/she  must  return  to  the  same  clinic. 

It  is  interesting  to  speculate  about  why  staff  and  group  model  and 
hospital -sponsored  plans  use  clinics  as  gatekeepers.    Because  most  care  in 
these  plans  is  provided  in-house  and  physicians  generally  are  employees  of 
the  plan  (on  salary  or  under  contract),  it  does  not  make  as  much  difference 
in  the  short  run  how  many  in-plan  referrals  take  place  as  long  as  they  do 
not  result  in  hospital  admissions.    Thus,  where  specialists  are  employees  of 
the  plan,  there  may  be  little  reason  to  enforce  strict  gatekeeper  control  of 
referrals.    Another  possible  explanation  of  why  plans  of  this  type  have 
implemented  primary  care  gatekeeping  differently  than  the  IPA  plans  have  is 
that  these  organizations  have  many  other  programs  that  are  already  organized 
on  a  clinic  basis.    Under  these  circumstances,  individual  assignments  to 
primary  care  physicians  would  not  work  very  well. 
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Teaching  Programs 


Most  of  the  urban  hospital -sponsored  plans  have  approved  residency 
programs  in  family  practice,  internal  medicine,  pediatrics,  and  obstetrics 
and  gynecology.    Residents  are  the  gatekeepers  and  deliver  most  of  the  care 
in  such  plans,  under  the  supervision  of  attending  physicians  (part  time)  or 
faculty  members  (full  time).    Because  residency  programs  require  frequent 
rotations,  it  is  virtually  impossible  to  assign  a  patient  to  only  one 
doctor.    Residents  have  only  a  limited  amount  of  time  in  the  clinics  to  see 
AHCCCS  patients;  there  is  no  guarantee  that  continuity  of  care  is  high. 
Rather  than  being  assigned  to  a  given  resident,  the  enroll ee  selects  or  is 
assigned  a  primary  care  or  specialty  care  clinic  within  the  hospital  and  the 
clinic  itself  serves  as  the  primary  care  gatekeeper. 

This  method  of  Implementing  the  gatekeeper  function  may  prove  highly 
problematic  in  its  ability  to  produce  the  cost  savings  desired  or  to  keep 
utilization  to  the  desired  level.    Lack  of  continuity  of  care  and  the 
propensity  of  residents  to  overorder  tests  may  preclude  a  reduction  in  cost 
and  may  be  great  enough  to  overexpend  the  budget.    To  overcome  the  problem, 
1t  is  typical  for  residents  and  attending  physicians  or  medical  school 
faculty  to  organize  themselves  Into  teams  and  for  AHCCCS  enrol  lees  to  be 
assigned  to  a  given  team  within  a  given  primary  care  or  specialty  clinic. 
Even  then,  responsibility  for  coordinating  the  care  of  the  patient  is 
dispersed  across  a  large  number  of  individuals,  and  the  potential  for  cost 
saving  1s  diminished. 

Who  Can  Serve  as  a  Gatekeeper 

The  Question  of  Specialty 

One  of  the  earliest  decisions  all  plans  had  to  make  (especially  those 
newly  formed  for  AHCCCS)  was  which  physicians  would  be  invited  to  become 
primary  care  gatekeepers.    The  first  major  decision  concerned  which 
specialties  would  or  would  not  be  regarded  as  primary  care  gatekeepers. 
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Sometimes  the  decision  was  based  on  philosophical  grounds,  but  other  times 
it  was  made  on  practical  grounds. 

Of  particular  concern  to  many  plans  was  whether  or  not 
obstetrician/gynecologists  (OB/GYNs)  should  be  allowed  to  be  gatekeepers. 
Although  trained  in  primary  care,  OB/GYNs  generally  limit  their  practice  to 
the  specialty.    They  frequently  are  not  accustomed  to  treating  patients  with 
simple  primary  care  problems  such  as  acne  or  the  flu,  and  often  will  refer 
patients  with  these  problems  to  another  physician.    Most  plans  (especially 
IPAs)  have  voiced  concern  that  OB/GYNs  would  not  feel  comfortable  serving  as 
primary  care  physicians  because  of  their  hesitancy  to  treat  conditions  they 
do  not  often  see.    Moreover,  their  referral  rate  might  be  high,  causing 
unnecessary  cost  to  the  plan.    Similarly,  internists  are  often  not 
accustomed  to  taking  care  of  a  wide  variety  of  women's  problems  (such  as 
performing  Pap  smears),  even  though  they  have  had  the  training  to  do  so. 

The  plans,  however,  ultimately  decided  to  let  internists  and  OB/GYNs 
serve  as  primary  care  gatekeepers  If  they  wished.    Many  chose  this  route 
because  a  substantial  number  of  their  potential  AHCCCS  patients  had  used 
these  physicians  as  their  usual  source  of  care  previously.    By  allowing 
these  specialists  to  be  PCPs,  they  were  likely  to  attract  more  enrol lees  to 
the  plan.    Also,  permitting  these  physicians  to  be  gatekeepers  is  viewed  as 
a  means  of  building  their  roster  of  participating  physicians,  a  point  of 
particular  concern  in  plans  newly  formed  under  AHCCCS.    Each  plan  that  did 
so,  however,  indicated  a  strong  desire  to  monitor  the  practice  patterns  of 
OB/GYNs  for  unnecessary  referrals.    Most  plans  have  not  yet  implemented  such 
monitoring  procedures. 

Urban  vs.  Rural 

The  decision  whether  to  permit  internists,  OB/GYNs,  or  other 
specialists  to  be  gatekeepers  differed  between  urban  and  rural  areas.  The 
number  of  physicians  in  rural  areas  is  small  and  the  number  (and  variety)  of 
specialists  is  even  smaller.    As  a  result,  general  surgeons  and  other 
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specialists  double  as  primary  care  physicians.    Because  these  practice 
patterns  were  established  long  before  the  formation  of  AHCCCS,  most  plans 
operating  in  rural  areas  have  chosen  to  permit  specialists  with  already 
established  practices  in  primary  care  to  continue  as  gatekeepers  as  long  as 
they  adhere  to  the  rules  established  by  the  plan. 

Family  Physicians  vs.  Internists  and  0B/6YNs 

Some  family  physicians  employed  in  the  HMO  plans  have  indicated 
dissatisfaction  with  the  mix  of  physicians  employed  in  the  plan  and  given 
gatekeeper  responsibilities.    They  feel  that  allowing  internists  and  OB/GYNs 
to  be  gatekeepers  puts  extra  stress  on  family  physicians  because  specialists 
who  are  uncomfortable  taking  care  of  certain  problems  refer  cases  for 
consultation  to  family  physicians.    Thus,  the  family  physicians  must  both 
serve  as  PCP  for  their  own  patients  and  act  as  a  referral  source  for  primary 
care  problems  for  other  physicians. 

Responsibilities  of  Gatekeepers  with  Regard  to  Referrals 

Definition  of  Internal  and  External  Referrals 

One  of  the  primary  goals  of  gatekeeping  is  to  control  unnecessary 
referrals,  emergency  room  use,  and  hospitalizations.    In  recognition  of  this 
goal,  some  plans  have  developed  elaborate  procedures  for  primary  care 
physicians  to  authorize  referrals.    For  the  purpose  of  this  analysis,  it  is 
important  to  distinguish  between  internal  referrals  and  external  referrals 
and  to  note  that  the  definitions  are  slightly  different  for  different  types 
of  plans.    For  non-IPA  plans  (physician-  or  hospital -sponsored  and  group  or 
staff  model  plans),  internal  referrals  are  to  specialists  who  either  are 
employed  by  the  plan  or  have  special  contractual  agreements  with  the  plan. 
External  referrals  are  to  physicians  outside  the  organized  system  of  care. 
For  example,  Maricopa  Health  Plan,  Pima  Health  Plan,  El  Rio  Santa  Cruz,  and 
St.  Joseph's  employ  or  have  contracts  directly  with  most  types  of 
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specialists  and  subspecial  1sts.    A  common  example  of  an  external  referral  is 
for  a  burn  patient  in  Phoenix,  since  Maricopa  Medical  Center  is  the  only 
local  burn  facility.    By  contrast,  IPAs  regard  all  referrals  as  external 
referrals,  even  when  they  are  made  to  physicians  on  the  IPA  panel. 

The  Use  of  Referral  Forms 

The  distinction  between  internal  and  external  referral  is  important  in 
understanding  how  unnecessary  utilization  is  checked.    All  plans  require 
that  a  primary  care  physician  complete  a  referral  form  before  any  member 
sees  a  specialist.    Most  referral  forms  are  completed  in  quadruplicate  so 
that  a  primary  care  physician,  the  specialist,  the  member,  and  the  health 
plan  can  each  retain  a  copy.    Referral  forms  are  required  from  all  primary 
care  physicians  referring  to  specialists  in  an  IPA  and  for  all  external 
referrals  in  group  and  staff  model  plans  and  hospital -sponsored  plans.  The 
distinction  here  is  subtle.    Referral  forms  in  most  staff,  group,  and 
hospital -sponsored  plans  are  used  as  a  means  of  collecting  data  on  internal 
referrals,  rather  than  as  a  prior-approval  mechanism  for  checking 
unnecessary  utilization.    In  other  words,  these  plans  use  these  data  to 
monitor  utilization  experience  1n  the  aggregate- -not  for  any  given 
physician.    Specialists  are  already  on  the  staff,  so  referrals  do  not 
represent  additional  costs  to  these  plans. 

In  most  of  the  IPA-  and  physician-sponsored  plans  (ACCESS  Patient's 
Choice,  Health  Care  Providers  of  Arizona,  Arizona  Physicians  IPA,  and  Graham 
County  Doctors  Plan),  all  referrals  must  be  approved  not  only  by  the  primary 
care  physician  but  also  by  the  medical  director  because  referrals  are  a 
potential  source  of  uncontrolled  expense.    The  plan  reviews  such  referrals 
in  order  to  limit  utilization.    Hence,  there  is  an  additional  review  of 
utilization  in  the  IPA-  and  physician-sponsored  plans  that  does  not  exist  in 
other  types  of  plans. 
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Data  Elements  Required  on  Referral  Forms 


Referral  forms  vary  slightly,  but  in  general  they  require  that  the 
primary  care  physician  specify  the  dates  for  which  referral  services  are 
authorized,  the  diagnosis  or  problem  to  be  treated,  the  number  of  visits  or 
the  days  for  which  referral  is  authorized,  and  whether  or  not  a  specialist 
has  permission  to  admit  a  patient  to  the  hospital  without  notification. 
Plans  report  a  high  percentage  of  compliance  with  their  requirement  for 
approved  referrals;  however,  the  exact  number  of  rejected  referrals  and 
statistics  on  out-of-plan  use  are  not  available.    Physicians  seem  to 
understand  how  to  fill  out  these  forms,  but  office  staff  play  a  large  role 
in  completing  them.    An  incomplete  referral  form  must  be  returned  for 
completion  before  authorization  for  specialty  care  can  be  obtained. 

Authorization  in  Writing  and  by  Phone 

All  plans  except  one  have  a  paper  referral  system  whereby  referrals  are 
mailed  to  the  specialist  or  to  the  plan  for  approval.    Where  the  specialist 
is  reimbursed  on  a  fee-for-service  basis,  he/she  attaches  a  copy  of  the 
authorization  to  the  bill.    One  IPA,  ACCESS  Patient's  Choice,  has 
implemented  a  telephone  referral  system  in  which  requests  can  be  approved 
instantly.    In  this  system,  whenever  a  gatekeeper  decides  to  render  care  to 
a  member  or  to  refer  a  member  to  a  specialist,  he/she  must  call  the  central 
plan  administration  and  inform  them  of  what  is  to  be  done  and  the  expected 
cost.    This  procedure  is  not  meant  to  deter  the  physician;  rather,  it  is  to 
help  the  plan  maintain  an  accrual  accounting  system  where  incurred  expenses 
are  reported  instantly  and  can  be  matched  with  revenues  (and  outstanding 
debts  can  be  identified).    A  computer  record  of  the  authorization  is 
generated  at  the  time  of  the  phone  call,  and  no  paper  needs  to  flow  through 
the  system.    All  plans  process  external  referrals  in  the  same  manner  as 
internal  referrals. 
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Responsibilities  of  Gatekeepers  with  Regard  to  Hospital  Admissions 

An  area  closely  related  to  authorization  for  specialty  care  is 
authorization  for  hospital  care.    All  plans  indicated  that  they  had  a  prior 
approval  process  for  hospital  admissions.    In  all  plans  except  one,  prior 
approval  must  be  obtained  from  the  medical  director  for  any  hospitalization 
except  a  true  emergency.    However,  plans  differ  on  whether  specialists  may 
seek  permission  to  admit  a  patient  to  the  hospital  without  approval  from  the 
primary  care  physician.    Plans  that  allow  admission  by  specialists  without 
PCP  approval  request  notification  of  the  primary  care  physician  as  a  matter 
of  courtesy. 

Even  though  prior  approval  is  one  of  the  most  important  cost 
containment  mechanisms  adopted  by  each  plan,  hospital -sponsored  and  staff 
and  group  model  plans  are  less  stringent  than  other  plans  with  regard  to  who 
approves  the  admission.    It  is  not  required  that  a  primary  care  physician 
authorize  a  hospital  admission  if  another  physician  in  the  plan  has  approved 
it.    This  practice  probably  arises  because  these  plans  generally  represent 
organized  systems  of  care  in  which  both  specialists  and  gatekeepers  have 
financial  incentives  to  keep  members  out  of  the  hospital. 

Responsibilities  of  Gatekeepers  with  Regard  to  Emergency  Room  Services 

A  variety  of  systems  have  been  implemented  across  plans  to  aid  the 
gatekeeper  in  controlling  unnecessary  utilization  of  the  emergency  room. 
One  is  to  provide  a  source  of  24-hour  coverage;  other  strategies  include 
triage  and  the  use  of  patient  logs.    For  the  most  part,  control  mechanisms 
have  been  only  partially  implemented,  and  plan  administrators  consider  them 
among  the  top  priorities  for  future  action.    Plan  administrators  agree  that, 
in  theory,  hospital  emergency  room  staff  know  that  they  are  not  to  treat  an 
AHCCCS  patient  without  first  contacting  the  enroll ee's  plan  and  establishing 
the  necessity  of  treatment.    Failure  to  do  so  results  in  lack  of  payment. 
Several  plans  have  developed  moderately  successful  systems  to  control 
emergency  room  utilization;  however,  most  plans  believe  that  emergency 
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utilization  must  be  reduced  even  further,  and  plan  to  Initiate  more  training 
programs  for  emergency  room  personnel . 

Strategies  for  24-Hour  Coverage 

Providing  24-hour  coverage  1s  an  important  complement  to  efforts  to 
control  emergency  room  utilization,  and  plans  provide  it  in  a  variety  of 
ways.    Several  group  and  staff  model  plans  operate  their  own  24-hour  clinics 
(e.g.,  Pima  Health  Plan  and  CIGNA).    Hospital  plans  generally  use  their 
emergency  rooms  for  coverage  after  clinic  hours.    In  the  IPA-  and 
doctor-sponsored  plans,  most  participating  physicians  have  teamed  up  with 
other  physicians  to  cover  each  other.    Members  are  Instructed  to  call  the 
gatekeeper's  answering  service.    The  physician  on  call  that  night  decides 
whether  to  send  the  patient  to  the  emergency  room  or  Instruct  the  patient  to 
see  the  primary  care  doctor  1n  the  morning.    Participating  physicians  must 
agree  to  accept  the  judgment  of  the  physician  on  call  regarding  disposition 
of  the  patient.    Any  emergency  room  use  authorized  by  the  physician  on  call 
counts  against  the  practice  profile  of  the  primary  care  physician. 
Physicians  do  not  complain  about  the  requirement  for  24-hour  coverage  and 
believe  that  it  is  working  well. 

Other  Approaches  for  Controlling  Emergency  Room  Use 

In  addition  to  standard  approaches  for  controlling  inappropriate 
emergency  room  use,  some  plans  have  attempted  innovations.    Three  of 
these—triage,  free-standing  emergency  centers,  and  patient  logs--are 
discussed  below. 

Triage — In  one  hospital -sponsored  plan  in  northern  Arizona,  nurses  have 
been  trained  to  triage  patients  as  to  their  medical  needs.    When  an  AHCCCS 
patient  comes  in,  nurses  take  vital  signs  and  determine  medical  necessity. 
Unless  it  is  a  1 Ife- threatening  situation,  the  primary  care  physician  is 
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called  and  instructs  the  nurse  what  to  do.    If  the  physician  authorizes  an 
emergency  room  visit,  then  the  hospital  1s  paid  in  full.    If  the  physician 
recommends  instead  that  the  member  come  to  his/her  office  the  next  day  or 
later,  then  the  hospital  1s  reimbursed  for  the  cost  of  a  triage  (a  minimal 
charge  only,  substantially  below  the  normal  cost  of  an  emergency  room 
visit). 

Emergency  Centers—Several  of  the  larger  group  and  staff  model  plans 
and  one  rural  plan  have  set  up  emergency  centers  or  all-night  clinics  to 
divert  patients  from  hospital  emergency  rooms.    A  rural  plan,  Dynamic  Health 
Services,  opened  Its  clinic  very  close  to  the  local  hospital's  emergency 
room.    Because  of  this  proximity  to  the  emergency  room,  many  private 
patients  use  the  clinic  as  well.    This  works  to  Dynamic's  advantage  because 
additional  revenues  associated  with  the  private  patients  are  used  to  expand 
services  for  all  patients,  Including  AHCCCS  patients. 

Patient  Logs--A  control  approach  used  by  one  hospital  plan  is  to  keep  a 
log  of  all  AHCCCS  emergency  room  encounters  1n  order  to  Identify  those  who 
overuse  the  emergency  room.    The  hospital  staff  members  believe  the  best  way 
to  rectify  the  problem  is  through  an  educational  program  aimed  at  the 
overutilizing  patients,  rather  than  through  denying  payment  to  a  party  only 
partly  responsible  for  the  problem.    Although  staff  have  kept  the  log,  the 
educational  program  has  not  been  implemented. 

Physician  Knowledge  and  Perceptions  of  the  Gatekeeping  System 

The  final  area  for  analysis  of  the  gatekeeping  system  regards  physician 
knowledge  and  perceptions  of  the  gatekeeper  concept.    Most  physicians  (both 
primary  care  physicians  and  specialists)  in  IPAs  and  physician-sponsored 
plans  appear  to  understand  fully  the  mechanism  as  well  as  the  role  they  are 
to  play.    Physicians  in  group  and  staff  model  plans  are  much  less  aware  of 
gatekeeping  because  these  plans,  by  and  large,  have  not  altered  their 
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administrative  procedures  to  define  gatekeepers  precisely.  Despite 
differing  perceptions  of  the  gatekeeper  role,  most  physicians  voice  approval 
of  the  gatekeeping  concept  but  complain  about  the  (perceived)  additional 
paperwork  of  the  referral  system.    Physicians  feel  particularly  burdened  by 
filling  out  encounter  forms— a  cost  for  which  they  feel  they  are  not 
adequately  remunerated.    However,  physicians  using  the  telephone  referral 
system  do  not  feel  as  burdened  as  those  who  must  fill  out  forms. 

Specialists  seem  to  know  that  the  only  referrals  for  which  they  will  be 
reimbursed  are  those  that  have  been  approved;  however,  this  is  not  an  issue 
for  specialists  employed  by  a  staff  or  group  model  or  hospital -sponsored 
plan.    Of  more  interest  are  the  perceptions  of  specialists  concerning  the 
medical  efficacy  of  the  gatekeeper  concept.    Interviews  with  some 
specialists  have  indicated  their  concern  that  a  few  plans  systematically 
refer  members  too  late.    Examples  given  by  specialists  include  amputations 
that  could  have  been  avoided  had  foot  ulcers  likely  to  develop  gangrene  been 
referred  earlier,  and  several  incidents  of  diagnosed  cancer  that  family 
physicians  managed  for  too  long,  resulting  in  earlier  death.    The  interview 
technique  used  in  this  analysis  makes  it  difficult  to  know  whether  or  not 
these  concerns  are  widespread.    Specialists  seem  to  believe  on  the  whole 
that  these  problems  occur  in  a  minority  of  plans  and  that,  in  general,  poor 
patients  are  referred  to  them  appropriately,  even  more  appropriately  than 
before  AHCCCS.    Thus,  despite  the  criticisms,  physicians  agree  that  the 
quality  of  care  rendered  under  AHCCCS  1s  good  and  is  improved  over  the 
county  system. 

Co payments 

A  second  important  cost  containment  measure  legislated  through  the 
AHCCCS  program  is  that  health  plans  collect  nominal  copayments  from  patients 
for  certain  services.    It  has  been  assumed  that  the  imposition  of  copayments 
reduces  demand  for  care  (and  therefore  program  costs).    The  imposition  of 
copayments  under  AHCCCS  is  of  interest  because  copayments  have  not  been 
implemented  widely  in  programs 
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that  serve  the  poor.  This  section  discusses  the  AHCCCS  rules  for  copayment 
and  the  implementation  of  the  requirement  by  providers. 


AHCCCS  Copayment  Rules 


The  original  AHCCCS  legislation  (SB10Q1)  called  for  implementation  of 
both  cop ay men ts  and  a  copremium.    Copremiums  (not  discussed  in  this  section) 
were  mandated  only  for  el igibles  qualifying  under  the  "medically  needy" 
category.    The  amount  for  copremiums  was  set  later,  in  the  regulations,  at 
10%  of  the  estimated  cost  of  care,  but  afterward  was  retroactively 
discontinued.    SB1001  also  mandated  that  the  AHCCCS  regulations  specify 
reasonable  amounts  for  nominal  copayments,  which  were  to  be  higher  for  the 
medically  needy.    The  promulgated  regulations  specify  the  following  nominal 
copayments: 

Doctor's  office  visits 3   $    .50  per  visit 

Doctor's  home  visits^   $    .50  per  visit 

Drugs  and  medication^   $    .50  per  prescription 

Elective  surgery  for  all  categorical 

el igibles  and  medically  indigent   $  5.00  per  procedure 

Elective  surgery  for  all  medically 

needy   $15.00  per  procedure 

Unauthorized  emergency  room  visit^ 
by  categorically  eligible  and 

medically  indigent   .    $  5.00  per  visit 

Unauthorized  emergency  room  visit^ 

by  medically  needy   $15.00  per  visit 

Copayments  are  not  to  be  charged  for  authorized  referrals.  Plans  may  refuse 

to  pay  for  unauthorized  referrals  or  hospitalizations.    In  the  event  of  such 

unauthorized  referrals  or  hospitalizations,  physicians  and  hospitals  are 
free  to  try  to  collect  directly  from  the  patient. 
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The  AHCCCS  legislation  and  regulations  do  not  specify  who— physician  or 
plan— is  responsible  for  collecting  the  nominal  copayments  or  how  the  money 
collected  is  to  be  shared  (among  physicians,  or  with  the  plan).    Details  are 
left  up  to  individual  plans.    IPA  plans  in  turn  have  left  the  responsibility 
of  collecting  copayments  to  the  physician  gatekeeper.    Other  types  of  plans 
that  try  to  collect  copayments  have  a  centralized  collection  function. 

Implementation  of  Copayments  Policy 

The  purpose  of  this  subsection  is  to  describe  the  manner  in  which  the 
policy  that  requires  collection  of  nominal  copayments  was  actually 
implemented  by  the  plans.    The  description  discusses  experience  through 
March  1984.    It  focuses  primarily  on  primary  care  physicians  but  includes 
some  anecdotal  information  regarding  pharmacies.    An  important  caveat  is 
warranted.    As  will  become  apparent,  many  plans  have  not  actually 
implemented  the  nominal  copayment  provision.    Therefore,  there  is  only  a 
limited  amount  of  experience  to  report. 

Many  plans  have  chosen  not  to  implement  the  copayment  provision  despite 
the  fact  that  this  represents  noncompliance  with  the  AHCCCS  legislation. 
For  some  plans  this  decision  is  an  explicitly  stated  policy;  for  others  it 
is  implicit.    For  example,  the  board  of  one  hospital  with  a  long-time 
commitment  to  serving  the  poor  wrote  the  state  for  permission  not  to  collect 
copayments,  but  the  request  was  denied.    The  plan  now  has  a  written  policy 
to  collect  copayments.    Patients  are  asked  for  their  copayments,  but  no 
sanctions  are  imposed  for  nonpayment. 

Plans  have  different  reasons  for  deciding  to  collect  or  not  to  collect 
copayments.    Whatever  the  decision,  there  is  wide  agreement  among  plan 
administrators  and  physicians  responsible  for  collecting  copayments  that  the 
requirement  is  not  sensible.    Most  administrators  claim  that  to  institute  a 
stringent  collection  policy  would  not  be  cost-effective.    A  small  minority 
of  physicians  and  administrators  believe  that  the  collection  of  copayments 
is  worth  the  effort  because  AHCCCS  enroll ees  take  pride  in  being  able  to 
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make  a  contribution  toward  their  medical  care  and  because  this  contribution 
has  the  desired  deterrent  effect  on  utilization.    Perceptions  of  pride  in 
contributing  seem  to  be  limited  to  providers  in  rural  areas  and  appear  to 
result  from  the  rural  delivery  systems  that  preceded  AHCCCS.    Before  AHCCCS, 
patients  were  cared  for  by  private  physicians,  rather  than  by  county  clinics 
as  they  were  in  the  urban  areas.    These  rural  patients  felt  indebted  to  the 
physician,  and  they  may  now  see  copayments  as  a  means  of  contributing  toward 
repayment. 

Plans  That  Collect  Copayments 

Most  plans  that  have  actively  tried  to  collect  copayments  are  located 
in  rural  areas  and  are  organized  as  IPAs  or  loose  confederations  of 
physicians,  or  both.    Additionally,  these  plans  are  of  two  types.    First  are 
the  statewide  IPAs  or  other  plans  that  contract  with  solo  physicians  or  with 
small  groups  of  physicians  in  remote  areas  for  the  provision  of  primary 
care.    Examples  are  Arizona  Physicians  IPA,  ACCESS  Patient's  Choice,  and 
Dynamic  Health  Services,,    Second  are  plans  in  more  populated  rural  areas  or 
small  cities,  such  as  Safford  or  Flagstaff,  which  are  sponsored  by  an 
existing  but  small  physician  group  (e.g.,  Graham  County  Doctors  Plan,  Gila 
Medical  Services,  Comprehensive  AHCCCS  Plan).    For  both  kinds  of  plans, 
copayment  appears  to  represent  an  effective  means  of  controlling  unnecessary 
utilization,  a  way  for  beneficiaries  to  express  their  pride,  and  a  means  of 
generating  some  office  revenue. 

In  the  IPAs,  physicians  are  required  to  collect  copayments.  Thus, 
although  collection  may  be  the  stated  policy  of  the  IPA,  implementation  is 
the  responsibility  of  the  individual  primary  care  physician.    Whether  a 
physician  chooses  to  collect  copayments  depends  on  personal  philosophy 
(about  which  it  is  very  difficult  to  generalize),  the  resources  available, 
the  presence  of  an  automated  system,  and  the  extent  of  office  staff. 
Physicians  practicing  solo  in  remote  areas  have  small  office  staffs  and  are 
limited  in  collecting  copayments  by  lack  of  administrative  support.    This  is 
counterbalanced  by  the  fact  that  most  rural  patients  have  had 
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well-established  relationships  with  primary  care  physicians  for  many  years, 
which  makes  it  easier  for  the  physician  to  collect  the  copayment  because  the 
patients  feel  a  particular  obligation. 

The  larger  rural  plans—Graham  County  Doctors  Plan,  Northern  Arizona 
Family  Health  Plan— and  physicians  participating  in  groups  under  contract  to 
a  statewide  IPA  have  implemented  copayment  collection.     In  these 
instances  it  is  the  plan  management,  rather  than  the  personal  relationships 
between  patients  and  physicians,  that  is  important  in  collecting 
copayments.    Participating  physicians  who  practice  in  a  small  group  or  in 
solo  practice  near  each  other  have  hired  a  full-time  administrator  to 
oversee  implementation  of  AHCCCS,  Including  collection  of  copayments.  Thus, 
the  costs  and  benefits  of  collecting  copayments  can  be  shared  by  members  of 
the  group.    For  example,  one  plan  collected  $15,000  to  $20,000  in  copayments 
during  the  first  year.    This  amount  was  large  enough  to  hire  a  part-time 
claims  administrator  and  to  refurbish  part  of  the  office. 

A  few  of  the  smaller  rural  plans  (e.g.,  Gila  Medical  Services,  Graham 
County  Doctors  Plan)  have  organized  a  centralized  system  to  collect 
copayments  and  keep  central  records.    When  the  member  comes  in,  the  nurse 
asks  for  the  specified  copayment  amount;  the  amount  collected  is  indicated 
in  the  patient's  record.    If  full  payment  is  not  made,  the  nurse  asks  for 
the  remainder  the  next  time  the  member  comes  for  an  office  visit.  Thus, 
each  patient  record  Includes  a  ledger  of  accounts  receivable,  which,  in  the 
aggregate,  represents  a  central  dally  record  of  all  receipts. 

In  the  IPAs  (where  physicians  in  solo  practice  are  responsible  for 
collecting  copayments)  the  collection  system  is  much  more  ad  hoc.  Most 
often,  doctors  reported  that  the  nurse  or  receptionist  was  responsible  for 
collecting  the  copayment  "when  she  remembered."    Such  practices  do  not 
produce  an  accounts-receivable  file  that  can  inform  the  plan,  patient  by 
patient,  whether  the  copayment  has  been  collected.    Also,  there  is  no 
attempt  at  follow-up.    The  prevailing  attitude  of  these  doctors  was  very 
laissez  faire.    One  explained:    "If  the  patient  has  the  money  it's  fine...; 
if  he  doesn't,  I'm  not  going  to  press  him  for  such  a  small  amount  of 
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money."    Mo  doctor  seemed  to  be  concerned  with  the  revenue  potential. 
Doctors  reported  that  the  money  collected  was  used  for  petty  cash  or  to 
defray  their  own  administrative  costs  under  AHCCCS. 

Plans  That  Do  Hot  Collect  Copayments 

Seven  plans,  particularly  the  large  urban  plans,  have  chosen  not  to 
attempt  to  collect  copayments.    Most  of  these  plans  are  characterized  by 
large  bureaucracies  that  did  not  include  sophisticated  accounting  systems 
prior  to  AHCCCS.    In  general,  the  plans  have  chosen  not  to  invest  in  a 
copayment  collection  system  because  they  do  not  believe  that  it  is 
cost-effective.    Among  the  reasons  stated  for  this  decision  are: 

AHCCCS  patients  do  not  always  have  the  money. 

Successful  collection  of  copayments  would  require  follow-up 
procedures  that  are  very  costly. 

Accounting  procedures  in  place  do  not  support  such  a  collection 
system. 

Operationally,  AHCCCS  enrol  lees  obtain  their  care  from  multiple 
clinic  sites  across  the  county.    Even  though,  in  theory,  there  is 
a  united  record  system,  it  would  be  virtually  impossible  to 
enforce  collections. 

Some  are  philosophically  opposed  to  the  imposition  of  copayments 
on  a  poor  population. 

Pharmacies 

Physicians  perceive  that  all  pharmacies  have  been  diligent  and 
successful  in  collecting  copayments.    They  speculate  that  copayments  are  a 
means  for  pharmacists  to  supplement  their  dispensing  fees,  which  they  have 
viewed  as  too  low  for  many  years.    Apparently,  copayments  are  routinely 
collected  when  prescriptions  are  filled.    Pharmacists  routinely  keep  a 
record  of  how  many  dollars  they  have  collected  from  AHCCCS  beneficiary 
copayments.    However,  records  are  not  kept  for  individual  patients. 
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Pharmacists  are  thus  unable  to  tell  whether  specific  patients  have  paid 
copayments.    Hence,  no  effort  is  made  to  try  and  collect  money  from  patients 
who  previously  neglected  to  pay. 
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Notes  for  Chapter  XII 


1.  For  an  analysis  of  other  primary  care  networks  in  the  public  sector, 
see  Deborah  A.  Freund,  Competition  and  Case  Management  in  Medicaid: 
Four  Case  Studies  of  Payment  Reform,  forthcoming  From  The  American 
Enterprise  Institute.    For  a  description  of  a  private-sector  primary 
care  network,  see  Stephen  Moore,  "Cost  Containment  by  Risk  Sharing  of 
Family  Physicians,"  New  England  Journal  of  Medicine,  Vol.  300,  No.  24, 
1979,  pp.  1359-1362. 

2.  Please  see  Chapter  XIV,  page  XIV-1 ,  for  definitions  of  "medically 
needy,"  "medically  indigent,"  and  "categorically  eligible."  . 

3.  In  the  first  year  only,  medically  needy  members  paid  $1.00  for 
physician  visits  and  $1.00  for  prescriptions.    In  the  second  year,  the 
copayments  were  standardized  for  all  eligible  groups  at  the  same  rate. 

4.  By  the  second  year  of  the  AHCCCS  program,  copayments  for  unauthorized 
emergency  room  use  were  taken  out  of  the  regulations. 

5.  Small  rural  physician  groups  who  provide  care  under  one  of  the 
statewide  IPAs—  ACCESS  Patient's  Choice,  Arizona  Physicians  IPA— may 
have  their  own  office  manager,  but  this  individual  is  not  provided  by 
the  IPA. 
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XIII    FINANCIAL  STATUS  OF  THE  PLANS 


This  chapter  describes  the  financial  operation  of  the  AHCCCS  plans. 
Twenty-five  different  AHCCCS  contracts  (19  contracts  for  regular  care  and  6 
contracts  for  residents  of  long-term  care  facilities)  were  awarded  to  18 
plans  and  the  Department  of  Economic  Security  during  the  first  year  (October 
1982  to  September  1983).    Plans  received  a  total  of  $108.4  million  in 
capitation  payments  from  AHCCCS.    Although  plans  also  receive 
fee-for-service  claims  payments  and  reinsurance  claims  payments  from  AHCCCS, 
this  chapter  focuses  only  on  the  plan's  capitation  payments,  which  are  its 
largest  source  of  revenues.    Most  plans  submitted  no  financial  data  for  the 
first  year;  none  of  those  that  did  submit  some  financial  data  submitted  all 
that  was  required.    A  contract  was  signed  to  begin  plan  audits  in  April 
1984.    Therefore,  information  available  on  plans  for  this  analysis  is  very 
limited.    The  following  topics  are  discussed  in  this  chapter: 

.  Plan  financial  data  received 

.  Plan  revenues 

.  Plan  expenditures 

.  Selection  bias 

.  Financial  solvency  of  plans. 

Plan  Financial  Data  Received 

Complete  plan  financial  reporting  requirements  are  discussed  later  in 
this  chapter.    In  the  first  year,  there  were  seven  separate  quarterly 
reports  and  three  annual  reports  required  from  each  plan.    To  illustrate  the 
status  of  financial  reporting  by  plans,  we  focus  on  three  of  the  most 
important  reports:    the  quarterly  balance  sheet,  the  quarterly  statement  of 
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revenues  and  expenses,  and  the  annual  independently  audited  financial 
statements.    In  the  first  year  of  the  program,  when  18  plans  were  operating 
(3  of  them  HMOs),  AHCCCS  should  have  received  60  quarterly  balance  sheets, 
60  statements  of  revenues  and  expenses,  and  18  audited  annual  financial 
statements.    By  April  1984,  the  evaluation  team  had  obtained  copies  of  11 
quarterly  balance  sheets,  8  quarterly  statements  of  revenue  and  expenses, 
and  3  audited  annual  financial  statements. 

As  Table  XIII-1  shows,  only  Northern  Arizona  Family  Health  Plan,  Gila 
Medical  Service,  and  Samaritan  Health  Service  had  submitted  annual  financial 
statements  for  the  first  year  by  April  1984.    Quarterly  reports  are  supposed 
to  be  received  by  AHCCCS  within  45  days  of  the  end  of  the  quarter,  and 
annual  reports  no  later  than  90  days  from  the  end  of  the  year.    None  of 
these  reports  have  been  audited  by  AHCCCS,  so  that  little  is  known  about 
their  completeness.    Thus,  by  April  1984,  less  than  20%  of  the  required 
financial  data  for  the  first  program  year  had  been  submitted  and  AHCCCS  had 
not  audited  any  of  what  was  submitted. 

In  April  1984,  the  AHCCCS  Division  began  a  concerted  effort  to  collect 
missing  first-year  data  and  data  for  the  first  quarter  of  the  second  year. 
However,  none  of  these  data  are  available  for  this  report. 

Plan  Revenues 

The  five  contracts  receiving  the  largest  capitation  payments  during  the 
first  year  were  Maricopa  Health  Plan  (34%),  Arizona  Physicians  IPA  (28%), 
Pima  Health  Plan  (7%),  Health  Care  Providers  (5%),  and  El  Rio  Santa  Cruz 
(5%).    The  other  20  contracts,  including  6  serving  long-term-care  patients, 
received  the  remaining  22%  of  capitation  payments  (see  Table  XI 1 1-2  for 
details).    Maricopa  Health  Plan  received  the  largest  capitation  payment  for 
all  three  categories  of  eligibles:  AFDC  (39%),  SSI  (33%),  and  MI/MN  (30%). 
Arizona  Physicians  IPA  received  the  second-largest  capitation  payment  for 
all  three  categories  of  eligibles,  AFDC  (26%),  SSI  (28%),  and  MI/MN  (30%). 
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Table  XIII-1 


FIRST-YEAR  FINANCIAL  REPORTS  FOR  THE  PERIOD 
OCTOBER  1,  1982,  TO  SEPTEMBER  30,  1983, 
RECEIVED  BY  THE  EVALUATION  TEAM  AS  OF  APRIL  1984 


 Quarterly  

Statement  Annual 

of  Revenue  Financial 

Plan                    Balance  Sheet   and  Expense  Statements 


Arizona  Physicians  IPA* 

3 

3 

Coconino  Health  Care 

2 

2 

Comprehensive  Health  Plan 

1+ 

1 

Dynamic  Health  Plan 

1 

1 

Gila  Medical  Service 

1** 

Northern  Arizona  Family 

Health  Plan 

1 

Pima  Care 

1 

1 

Samaritan  Health  Services 

]  *★ 

•j  *★ 

Total 

11 

8 

3 

*Income  statements  were  year-to-date  rather  than  quarterly. 
"•"Submitted  a  quarterly  statement  ending  April  instead  of  March. 
Report  was  audited  before  submission. 
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Table  XIII-2 


CAPITATION  PAYMENTS  FROM  AHCCCS  TO  PLANS  BY  ELIGIBILITY  CATEGORY 
(October  1982  to  September  1983) 


Plan 

AFDC 

SSI 

MI  /MN 

Total 

Ar»i  7nna     Phvsicians  TPA 

&  9  326  344 

£  8  556  050 

4>>     W  f  WWW  9  www 

£12  221  191 

$30  103  585 

WWW  ^  0  WW  f  www 

Ar*i ynna  Health  Plan 

470  476 

~  /  U  jiff  W 

444  918 

835  024 

WWW  j VL  1 

1  750  418 

1  ff  /  WW  jTlU 

Coconino  Health  Care 

209,377 

157,885 

621 ,988 

989,250 

piur  i  fcv  Heal  th  Care 

407] 61 6 

426,996 

516.685 

W  0  vir  p  WWW 

1  351 "297 

Comprehensive  AHCCCS  Plan 

267!286 

384,125 

481 ,443 

1 .132.854 

Deoartmerst  of  Economic  Security* 

a>  tu  jV'ia  I     »<jill V>  •  i  w      V  ■       *»  W  VI  (Will  0  W      WW  W  M I     B    W  P 

Doua'las  Clinic 

168.928 

164,267 

0 

333,195 

47,685 

15,057 

72,092 

134,834 

Douglas  Clinic  LTC 

0 

15,282 

7,505 

22,787 

Dynamic  Health  Services 

270,769 

220,091 

702,238 

1,193,098 

El  R1o  Santa  Cruz 

2,731 ,481 

1 ,533,915 

829,803 

5,095,199 

Gila  Medical  Services 

337,162 

284,386 

934,827 

1,556,375 

Health  Care  Providers 

1,673,957 

1  ,287,630 

2,314,428 

5,276,015 

IMA 

406,725 

277,248 

975,456 

1 ,659,429 

Maricopa  Health  Plan 

14,001  ,250 

10,166,512 

12,417,386 

26,585,148 

Maricopa  Health  Plan  LTC 

0 

1,006,056 

1,368,679 

2,374,735 

Maricopa  Out-of-County  LTC 

0 

22,661 

16,855 

39,516 

Mt.  Graham  Community  Health 

371 ,288 

189,444 

356,733 

917,465 

Northern  Arizona  Family  Health  Plan 

752,596 

1 ,021 ,677 

1,066,609 

2,840,882 

Pima  Care 

478,637 

425,781 

352,105 

1,256,523 

Pima  Health  Plan 

3,361,164 

2,802,505 

1,322,367 

7,486,036 

Pima  Health  Plan  LTC 

910 

288,237 

1,954,004 

2,243,151 

Pinal  General  Hospital 

963,087 

795,408 

1,125,480 

2,883,975 

Pinal  General  Hospital  LTC 

0 

21 ,000 

107,425 

128,425 

Samaritan  Health  Services 

121,233 

327,182 

475,377 

923,792 

Western  Sun  LTC 

0 

54,741 

38,170 

92,911 

Total 

$36,367,971 

$30,889,054 

$41,113,870 

$108,370,895 

* 

The  Department  of  Economic  Security,  while  not  a  plan,  is  Included  here  because  it  receives 
capitation  payments  from  AHCCCS,  as  a  plan  does,  for  foster  children. 

Source:    State  AHCCCS  Division. 
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No  other  plan  received  more  than  10%  of  the  capitation  payments  for  any  of 
the  three  categories  of  eligibility. 

There  are  15  counties  in  Arizona.    County  contributions  are  based  on 
estimates  of  prior  county  Medicaid  costs,  and  not  on  AHCCCS  county  costs. 
Thus,  there  may  be  distributional  effects  across  counties  in  funding  for 
AHCCCS.    Table  XI I I -3  shows  the  percentage  of  the  total  county  contributions 
made  by  each  county  and  the  percentage  of  capitation  payments  going  to  the 
plans  in  that  county.    Plans  in  Maricopa  County  received  more  than  half 
(54%)  of  the  capitation  payments,  while  the  county  paid  about  52%  of  the 
total  county  contributions.    Plans  in  Pima  County  received  19%  of  capitation 
payments,  but  the  county  made  28%  of  the  total  contributions.    In  none  of 
the  other  counties  did  the  county  contribute  a  larger  percentage  of  the 
total  contributions  than  the  percentage  of  total  capitation  payments 
received  by  the  plan  in  that  county. 

The  market  shares  1n  the  counties  varied  considerably.    Table  XI I 1-4 
presents  details  on  capitation  payments  to  plans  in  each  county.  The 
Department  of  Economic  Security  had  enrol  lees  in  every  county  except 
Greenlee  but  never  received  more  than  .5%  of  the  capitation  payments  in  any 
county.    In  Apache,  Greenlee,  Navajo,  Santa  Cruz,  and  Yavapai  Counties,  only 
one  plan  (other  than  DES)  enrolled  AHCCCS  members.    Eight  plans  participated 
in  Maricopa  County,  but  the  dominant  plans  were  Maricopa  Health  Plan  with 
62%  and  Arizona  Physicians  IPA  with  20%  of  the  total  Maricopa  County 
capitation  payments.    Of  the  six  plans  in  Pima  County,  Pima  Health  Plan 
received  42%s  El  Rio  Santa  Cruz  received  25%,  and  AP  IPA  received  20%  of  the 
total  capitation  payments  made  to  all  the  plans  in  the  county.    In  the  other 
counties  with  multiple  plans,  there  are  two  or  three  dominant  plans,  except 
for  Cochise,  where  AP  IPA  is  the  major  plan. 

Plan  Expenditures 

Information  on  payments  of  plans  to  providers  and  their  payment  for 
administrative  services  is  not  available.    The  financial  reporting 

XII 1-5 


Table  XI 1 1-3 


PERCENT  OF  TOTAL  COUNTY  CONTRIBUTIONS 
AND  OF  TOTAL  CAPITATION  PAYMENTS  BY  COUNTY 
October  1,  1982  to  September  30,  1983 


v>U  UII  vjr 

Percentage  of 
Total  County 

Percentage  of 
Total  Capitation 

r  a  v men  l-o 

Apache 

0.4 

0.9 

Cochise 

3.4 

3.7 

Coconino 

1.1 

2.3 

Gila 

2.2 

2.2 

Graham 

0.8 

1.4 

Greenlee 

0.3 

0.5 

Maricopa 

52.2 

54.3 

Mohave 

1.9 

1.9 

Navajo 

0.5 

1.2 

Pima 

27.6 

18.7 

Pinal 

4.2 

5.7 

Santa  Cruz 

0.8 

1.3 

Yavapai 

2.2 

2.6 

Yuma 

2.3 

3.2 

Total 

100.0 

100.0 

Source:    State  AHCCCS  Division. 
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Table  XIII-4 


CAPITATION  PAYMENTS  TO  PLANS  BY  COUNTY  AND  PLAN 
October  1,  1982  to  September  30,  1983 


Capitation  Percentage  of 

County  and  Plan*  Payments  County  Total 


Apache 

Dept.  Economic  Security            $  1,511  0.2% 

Samaritan  923,792  99.8 

Total  Apache  County  925,303  100.0 

Cochise 

Arizona  Physicians  I PA  3,848,464  95.6 

Dept.  Economic  Security  8,902  0.2 

Douglas  Clinic  144,131  3.6 

Douglas  Clinic  LTC  22,788  0.6 

Total  Cochise  County  4,024,285  100.0 

Coconino 

Arizona  Physicians  IPA  355,432  14.1 

Coconino  989,255  39.1 

Comprehensive  AHCCCS  1,132,877  44.8 

Dept.  Economic  Security  6,051  0.2 

No.  AZ  Family  Health  Plan  46,716  1.8 

Total  Coconino  County  2,530,331  100.0 

Gila 

Arizona  Physicians  IPA  943,225  39.1 

Dept.  Economic  Security  4,725  0.2 

Gila  Medical  Services  1,462,901  60.7 

Total  Gila  County  2,410,851  100.0 

Graham 

Arizona  Physicians  IPA  634,661  40.8 

Dept.  Economic  Security  3,730  0.2 

Mt.  Graham  Community  917,465  59.0 

Total  Graham  County  1,555,856  100.0 

Greenlee 

Arizona  Physicians  IPA  526,587  100.0 

Dept.  Economic  Security   0   


Total  Greenlee  County  526,587  100.0 
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Table  XIII-4  (Continued) 


Capitation  Percentage  of 

County  and  Plan*   Payments  County  Total 


Maricopa 

Arizona  Physicians  IPA  $11,871,061  20.2% 

Arizona  Health  Plan  1  ,750,421  3.0 

Dept.  Economic  Security  196,342  0.0** 

Health  Care  Providers  4,414,684  7.5 

[NA  1  659  434  2.8 

Maricopa  Health  Plan  36i585J47  62.' 1 

Maricopa  Health  Plan  LTC  2,571  ,078  4.4 

Maricopa  Out  of  County  LTC  39,514  0.0** 


Total  Maricopa  County  58,891,339  100.0 
Mohave 

Arizona  Physicians  IPA  859,259  41.6 

Dept.  Economic  Security  12,201  0.6 

Dynamic  Health  Services  1 ,193,098  57.8 

Total  Mohave  County  2,064,558  100.0 

Navaj  o 

Arizona  Physicians  IPA  1,294,273  99.4 

Dept.  Economic  Security   7,21 1  0.6 


Total  Navajo  County  1,301,484  100.0 

Pima 

Arizona  Physicians  IPA  4,131,500  20.4 

Dept.  Economic  Security  84,045  0.4 

El  Rio  Santa  Cruz  5,095,197  25.1 

Pima  Care  1,256,160  6.2 

Pima  Health  Plan  8,501  ,556  41  .9 

Pima  Health  Plan  LTC  1 ,227,634  6.0 

Total  Pima  County  20,296,092  100.0 

Pinal 

Arizona  Physicians  IPA  2,191,121  36.0 

Dept.  Economic  Security  16,979  0.3 

Health  Care  Providers  861,328  14.2 

Pinal  General  Hospital  2,883,974  47.4 

Pinal  General  Hospital  LTC  128,425  2.1 

Total  Pinal  County  6,081,827  100.0 
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Table  XI I 1-4  (Concluded) 

Capitation  Percentage  of 
 County  and  Plan*  Payments  County  Total 

Santa  Cruz 

Arizona  Physicians  IPA  $    1,452,942  99.8% 

Dept.  Economic  Security   2,422  0.2 

Total  Santa  Cruz  County  1,455,364  100.0 

Yavapai 

Dept.  Economic  Security  4,734  0.2 
Northern  Arizona  Family 

Health  Plan  2,794,164  99.8 

Total  Yavapai  County  2,798,898  100.0 

• 

Yuma  -  La  Paz 

Arizona  Physicians  IPA  1,969,323  57.5 

Community  Health  Care  1  ,351  ,292  39.5 

Dept.  Economic  Security  8,381  0.2 

Western  Sun  LTC  94,053  2.8 

Total  Yuma-La  Paz  Counties  3,423,049  100.0 

Arizona  Total  $108,379,300 


The  Department  of  Economic  Security,  while  not  a  plan,  is  included  here 
because  it  receives  capitation  from  AHCCCS,  as  a  plan  does,  for  foster 
children. 

*★ 

Less  than  .05%. 

Source:    State  AHCCCS  Division. 
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requirements  that  should  have  elicited  such  information  are  discussed  below, 
as  are  the  audit  requirements. 


Financial  Reporting  Requirements 

The  AHCCCS  Administrator  requires  that  each  plan  submit  10  financial 
reports.    To  reduce  the  administrative  burden,  some  of  the  reports  are  the 
same  as  ones  required  under  the  HMO  National  Data  Reporting  Requirements 
(NDRR).    Although  only  a  few  of  the  plans  are  federally  qualified  HMOs,  it 
was  anticipated  that  more  would  apply  for  federal  qualification  and  be 
subject  to  these  reporting  requirements.    The  10  reports  are: 

(1)  Quarterly  Utilization  Table  (modified  for  AHCCCS  eligibility 
categories) . 

(2)  Quarterly  Statement  of  Revenues  and  Expenses. 

(3)  Quarterly  Statement  of  Changes  in  Financial  Position. 

(4)  Quarterly  Balance  Sheet. 

(5)  Quarterly  Lag  Report  and  Expense  Accrual  for  Inpatient  Hospital 
Payments. 

(6)  Quarterly  Lag  Report  and  Expense  Accrual  for  Physician  Charges. 

(7)  Quarterly  Lag  Report  and  Expense  Accrual  for  Other  Charges. 

(8)  Annual  Statement  of  Revenues  and  Expenses. 

(9)  Annual  Financial  Disclosure  Report. 

(10)  Annual  Independently  Audited  Financial  Statements  (format 
specified  by  each  plan). 

INA,  Arizona  Health  Plan,  and  Pima  Care  (in  the  first  year),  and  CIGNA  and 
Pima  Care  (in  the  second  year),  which  are  financially  stable  federally 
qualified  HMOs  (Type  B  HMOs),  are  required  to  submit  only  Reports  1,  9,  and 
10  to  AHCCCS  because  such  HMOs  are  not  required  by  federal  HMO  regulations 
to  collect  the  data  more  frequently.    A  Type  B  (financially  stable)  HMO  has 
positive  net  worth,  a  cumulative  operating  surplus  during  each  of  the 
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preceding  three  fiscal  years,  and  a  net  operating  surplus  during  the  latest 
fiscal  year. 

Financial  Reviews 

In  April  1984,  AHCCCS  signed  a  contract  with  Peat,  Marwick,  Mitchell, 
and  Co.  (PMM)  to  conduct  a  financial  and  compliance  review  of  the  operations 
of  all  current  AHCCCS  plans.    This  review  took  place  during  May-August 
1984.    It  covered  the  first  18  months  of  plan  operations  under  AHCCCS 
(October  1  ,  1982,  to  March  31  ,  1984). 

The  review  involved  visits  by  field  investigators  with  each  current 
AHCCCS  plan.    The  review  included  an  evaluation  of  financial  experience  and 
liabilities,  including  an  assessment  of  incurred  but  not  reported 
liabilities,  and  an  evaluation  of  the  plan's  financial  procedures  and 
controls  and  their  compliance  with  AHCCCS  contractual  requirements. 

PMM  did  not  accept  plan  estimates  of  incurred  but  not  reported 
liabilities  but  instead  developed  a  consistent  methodology  that  was  applied 
to  each  plan's  financial  data.    (The  methodology  was  developed  for  this 
project  by  PMM  with  help  from  the  Arizona  Department  of  Insurance.)  This 
review  differed  from  a  financial  audit  in  that  PMM  worked  with  data 
available  at  each  plan  and  investigated  any  results  that  appeared 
questionable.    They  did  not,  however,  conduct  a  complete  audit.    The  PMM 
final  report  was  not  available  for  use  in  this  report. 

Selection  Bias 

Selection  bias  occurs  when  healthy  individuals  are  disproportionately 
enrolled  in  a  particular  set  of  health  plans.    Because  healthy  individuals 
utilize  fewer  health  services,  they  are  generally  less  costly  to  care  for 
than  individuals  with  greater  health  needs.    If  plans  receive  a  capitation 
payment  that  is  independent  of  the  health  of  the  enrollees,  the  incentive 
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will  be  to  enroll  those  persons  with  the  lowest  health  care  needs.  Plans 
with  a  disproportionate  number  of  healthy  persons  will  exhibit  cost 
advantages  over  those  plans  which  enroll  a  less  healthy  mix  of  persons. 

The  existence  of  adverse  selection  bias  creates  two  problems  in 
conducting  an  evaluation  of  the  AHCCCS  program.    First,  if  selection  bias 
occurs,  it  will  not  be  possible  to  compare  cost  differences  across  plans  or 
to  examine  the  impact  of  certain  factors  such  as  plan  structure,  the 
gatekeeping  process,  etc.,  on  per  capita  costs.    The  variation  in  costs  as  a 
result  of  these  factors  will  be  clouded  by  the  fact  that  plans  vary  in  terms 
of  the  health  status  of  enroll ees,  which  also  affects  costs. 

A  second  problem  arises  in  evaluating  bid  prices  for  future  years.  If 
plans  are  able  to  successfully  enroll  a  disproportionate  number  of  healthy 
persons  in  the  initial  year,  this  cost  advantage  may  be  reflected  in  future 
bid  prices.    Consequently,  the  plans  will  be  perceived  to  have  a  cost 
advantage  that  is  much  greater  than  is  actually  the  case.    If  the  state  of 
Arizona  continues  to  assign  persons  who  do  not  elect  a  plan  to  the  lowest 
bidder  and  if  these  persons  are  healthier  than  average,  the  selection  bias 
problem  will  be  further  exacerbated.    Plans  with  low  bids  will  be  able  to 
continue  their  position  as  low  bidder  and  other  plans  will  have  to  increase 
bid  prices  to  cover  the  costs  of  caring  for  their  sicker  enrol  lees. 

Selection  bias— an  enrolled  population  actuarially  different  from  the 
average— thus  distorts  financial  returns  in  insurance  systems.    When  the 
selection  bias  goes  against  the  financial  interest  of  the  insurer,  it  is 
called  adverse  selection.    In  evaluating  the  performance  of  the  plans,  it  is 
important  to  distinguish  efficiency  from  selection  effects.  Unfavorable 
selection  effects  may  outweigh  the  plan's  efforts  to  reduce  utilization  and 
minimize  costs. 

In  counties  with  more  than  one  major  plan,  selection  bias  may  occur  as 
individuals  with  greater  health  care  needs  enroll  in  certain  plans  and  not 
others.    If  all  enroll ees  were  assigned  to  plans  in  a  purely  random  manner, 
selection  effects  would  be  expected  to  be  minimal,  with  each  competing  plan 
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receiving  a  subgroup  of  enroll ees  with  an  average  level  of  risk  as  compared 
with  the  total  population  of  AHCCCS  eligibles.    However,  the  methods  used  by 
AHCCCS  for  enrollment  and  assignment  of  eligibles  to  plans  may  permit  plans 
to  experience  favorable  or  adverse  selection.    Auto  assignment  may  lead  to 
favorable  selection  because  those  persons  who  do  not  choose  a  plan  may  have 
significantly  lower  health  needs  than  those  who  choose  a  plan.    A  specific 
county  may  also  experience  selection  effects  compared  with  other  counties. 
Since  few  usable  financial  and  encounter  data  are  available  for  the  plans, 
we  cannot  provide  a  quantitative  evaluation  of  selection  bias. 

As  part  of  discussions  with  plan  personnel,  however,  the  issue  of 
selection  effects  was  discussed  with  ACCESS  Patient's  Choice,  Arizona 
Physicians  IPA,  Dynamic  Health  Services,  El  Rio  Santa  Cruz,  Gila  Medical, 
Health  Care  Providers  of  Arizona,  Maricopa  Health  Plan,  Pima  Health  Plan, 
St.  Joseph's  Mercy  Care,  and  University  Famli-Care.    Numerous  instances  were 
cited  by  plan  personnel  as  evidence  of  selection  bias.    These  are  summarized 
below.    Although  it  was  not  possible  to  document  each  episode,  this 
anecdotal  information  provides  clues  as  to  where  selection  bias  might  be 
found  and  its  potential  magnitude. 

The  subsections  that  follow  discuss  selection  bias  as  perceived  by 
staff  from  three  types  of  plans:    the  county-sponsored  health  plans  in 
Maricopa  and  Pima  Counties,  the  other  health  plans  in  Maricopa  and  Pima 
Counties,  and  the  plans  in  rural  areas.    The  discussion  in  these  sections 
relies  on  information  received  in  the  interviews  with  plan  personnel 
(described  above)  and  information  obtained  from  review  of  documents  provided 
to  us  by  the  AHCCCS  program  office.    The  discussion  of  selection  bias  ends 
with  information  obtained  from  an  analysis  of  AHCCCS 's  reinsurance  payments 
to  plans. 

Urban  County-Sponsored  PI  ans 


Officials  of  Maricopa  Health  Plan  and  Pima  Health  Plan,  the 
county-based  plans  in  the  two  most  populous  counties,  felt  that  both  plans 
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suffered  from  adverse  selection  during  the  first  year.    Officials  believed 
that  the  indigent  patients  had  always  used  the  county  health  facilities  and 
that  the  sickest  chose  to  stay  with  their  regular  providers.    In  turn,  this 
meant  the  plan  treated  patients  with  a  generally  poorer  level  of  health. 

In  the  first  year,  Maricopa  Health  Plan  was  the  low  bidder  for  the  AFDC 
el igibles  in  Maricopa  County.    Plan  officials  felt  that  the  subgroup  they 
received  of  enrol  lees  automatically  assigned  to  the  low  bidder  balanced  out 
the  excess  risk  they  assumed  from  AFDC  el igibles  who  chose  Maricopa  Health 
Plan.    Therefore,  they  did  not  perceive  that  they  had  experienced  adverse 
selection  from  the  AFDC  category.    However,  they  did  feel  strongly  that  they 
had  experienced  adverse  selection  with  MI/MN  el igibles.    Maricopa  Health 
Plan  officials  maintained  that  their  utilization  and  cost  experience  for 
MI/MN  in  the  first  year  forced  them  to  bid  higher  in  the  second  year  so  that 
they  would  not  lose  money  on  the  MI/MN  category.    As  a  result  of  the  higher 
bid,  Maricopa  Health  Plan  was  not  awarded  the  MI/MN  category  in  the 
second-year  bidding.    As  a  result,  Maricopa  Health  Plan  filed  a  lawsuit 
against  the  state,  contending  that  because  the  plan  had  suffered  from 
adverse  selection  in  the  MI/MN  category  in  the  first  year  and  the  MI/MN  bid 
was  based  on  its  actual  experience  for  MI/MN  enrol  lees,  it  should  have 
received  the  award. 

Pima  Health  Plan  officials  also  felt  that  they  attracted  a  higher-risk 
group  of  enrollees  in  the  first  year  since  indigents  had  traditionally 
received  care  at  Kino  Community  Hospital,  the  location  of  Pima  Health  Plan. 
In  addition,  Pima  Health  Plan  was  not  low  bidder  in  any  category.    That  is, 
El  Rio  Santa  Cruz  was  the  low  bidder  in  Pima  County  for  the  AFDC  and  blind 
categories;  Pima  Care  was  low  bidder  for  the  aged  and  disabled;  and  AP  IPA 
was  the  low  bidder  for  the  MI/MN  category.    As  a  result,  Pima  Health  Plan 
officials  felt  that  they  experienced  strongly  adverse  selection  in  all 
categories;  they  attracted  more  users  of  health  services  and  persons  with 
poorer  health  status  in  general  and  were  not  assigned  those  who  used  less 
health  care  (and  thus  had  not  selected  a  plan). 
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Urban  Non-County-Sponsored  Plans 


University  Famli-Care  and  St.  Joseph's  Mercy  Care  Plan  both 
participated  as  subcontractors  in  AHCCCS  the  first  year.    They  served 
primarily  AHCCCS  eligibles  who  had  traditionally  used  their  facilities 
previously.    In  the  second  year,  both  University  Famli-Care  and  St.  Joseph's 
bid  as  prime  contractors  and  were  awarded  contracts.    Both  plans  also  served 
many  of  the  same  patients  in  the  second  year.    In  general,  plan  officials 
felt  that  their  patient  populations  used  more  medical  care  than  the  average 
and  that,  because  so  many  AHCCCS  enroll ees  had  chosen  to  preserve  existing 
relationships,  both  plans  experienced  adverse  selection  (compared  with  the 
total  population). 

Arizona  Physicians  IPA  was  the  second-largest  AHCCCS  plan  in  the  first 
year.    Even  though  the  plan  had  a  large  and  diversified  enrolled  population, 
AP  IPA  officials  felt  that  they  experienced  some  degree  of  selection  bias. 
For  example,  officials  believed  that  their  plan  had  been  recognized  by 
oncology  specialists  in  Phoenix  as  providing  especially  good  care,  and  that 
oncologists  encouraged  medically  needy  patients  suffering  from  cancer  to 
sign  up  with  their  plan. 

Health  Care  Providers  of  Arizona  had  a  unique  experience  in  the 
second-year  bidding  process.    Since  only  two  plans  were  awarded  the  MI/MN 
category  in  Maricopa  County  (Health  Care  Providers  and  Arizona  Physicians 
IPA),  there  was  a  significant  disruption  of  MI/MN  enrollment  patterns. 
Since  Health  Care  Providers  was  the  low  bidder  for  MI/MN  in  Maricopa  County, 
the  plan  received  a  large  influx  of  new  patients.    This  group  was  clearly 
not  the  population  subgroup  anticipated  by  Health  Care  Providers.  Whether 
or  not  Health  Care  Providers  experienced  adverse  selection,  especially  in 
relation  to  their  bid  rate,  remains  a  topic  for  analysis. 
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Rural  Plans 


In  Mohave  County,  Dynamic  Health  Services  and  Arizona  Physicians  IPA 
were  the  only  two  plans  awarded  contracts.    Dynamic  Health  Services  was  the 
low  bidder  for  the  aged  category  and  AP  IPA  was  the  low  bidder  for  all  other 
categories.    When  eligibles  selected  plans,  Dynamic  was  chosen  about  80%  of 
the  time.    However,  AP  IPA  was  assigned  those  eligibles  not  selecting  a  plan 
and  therefore  received  approximately  42%  of  the  total  first-year  capitation 
payments  in  the  county.    Officials  of  Dynamic  felt  that  the  subgroups 
assigned  to  the  other  plan  had  significantly  lower- than-average  levels  of 
health  services  utilization  compared  with  the  total  AHCCCS  population  in  the 
county.    Therefore,  they  thought  that  the  favorable  selection  bias  for 
Arizona  Physicians  IPA  had  affected  Dynamic  Health  Services  adversely. 

There  are  indications  that  Comprehensive  AHCCCS  Plan  in  Coconino  County 
may  have  enrolled  a  larger-than-expected  share  of  obstetric  cases  because 
its  major  competitor,  Coconino  Health  Care,  was  unable  to  provide  obstetric 
care  to  new  members  for  a  period  during  the  spring  of  1983.    During  this 
period,  MSGI  enrollment  workers  and  Coconino  Health  Care  officials  informed 
potential  enrol  lees  who  were  pregnant  that  Coconino  Health  Care  could  not 
provide  obstetric  services.    Pregnant  women  are  heavy  users  of  health  care 
services,  so  that  the  extra  enrollments  could  constitute  adverse  selection. 

In  the  second-year  bid  (June  1983),  the  Northern  Arizona  Family  Health 
Plan  (the  only  plan  in  Yavapai  County  other  than  DES)  cited  many 
circumstances  that  suggested  more  sickness  among  the  County's  AHCCCS 
eligibles  than  the  statewide  average.    For  example,  Yavapai  County  had  the 
state's  third-lowest  median  family  income,  an  older  population,  and  a 
medically  indigent  program  smaller  than  that  of  other  counties  (because  of 
budgetary  constraints  before  AHCCCS).    A  Veterans  Administration  Medical 
Center  in  the  county  attracts  AHCCCS  eligible  veterans  from  outside  the 
county.    Also,  Northern  Arizona  Family  Health  Plan  had  the  lowest  enrollment 
penetration  rate  in  the  state  as  of  February  1983,  25%  of  estimated 
eligibles  enrolled,  in  contrast  to  52%  statewide.    All  of  these  conditions 
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suggest  that  Northern  Arizona  may  be  enrolling  a  population  with 
greater- than-average  health  needs,  yet  its  composite  capitation  rate  was 
only  6%  above  average. 

Reinsurance  Payments  as  Indication  of  Selection  Bias 

Some  information  from  the  claims  of  very  high  users  is  available  from 
the  reinsurance  data.    When  per-patient  costs  exceed  $20,000,  90%  of  the 
excess  (100%  in  the  first  year)  for  inpatient  and  emergency  care  is  paid  by 
the  AHCCCS  program.    As  of  February  2,  1983,  costs  in  excess  of  $20,000  had 
been  reported  for  114  individuals  in  12  plans.    The  plan's  share  of  the 
total  medical  costs  for  these  high  users  ranges  from  a  low  of  $20,000  for 
Dynamic  Health  Services  and  Community  Health  Care  to  a  high  of  $660,000  for 
Arizona  Physicians  IPA  (see  Table  XI I 1-5  for  details).    Information  on  date 
of  service  was  not  readily  available  for  these  claims,  but  almost  all  of  the 
services  are  likely  to  have  occurred  in  the  first  year  because  of  the  usual 
lags  in  submitting  claims. 

The  incidence  of  high-cost  persons  varies  widely  across  plans. 
Maricopa  Health  Plan  had  the  second-largest  plan  financial  liability  for 
high-cost  patients  ($500,000),  but  this  represented  less  than  2%  of  the 
total  capitation  payments  to  the  plan  during  the  first  year.    Health  Care 
Providers  had  the  third-largest  plan  financial  liability  ($400,000).  This 
was  more  than  7%  of  its  first-year  capitation  payments.    INA  was  liable  for 
$140,000,  representing  more  than  8%  of  its  first-year  capitation  payments. 
These  percentages  suggest  that  some  plans  have  enrolled  more  than  their 
share  of  high-cost  users. 

Financial  Solvency  of  Plans 

The  financial  solvency  of  the  AHCCCS  plans  is  necessary  for  the 
continued  delivery  of  services  to  AHCCCS  eligibles.    In  addition,  general 
financial  solvency  is  important  if  plans  are  to  continue  to  participate 
willingly  in  the  statewide  competitive  bidding  process. 
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Table  XI 1 1-5 

PLANS'  SHARE  OF  HIGH  COST  CASES 
IN  THE  FIRST  PROGRAM  YEAR 


Plan 

Plan 

Number  of 

Capitation 

Share 

Plan 

High  Cost 

Payments 

as  %  of 

Plan 

Share 

Cases 

1st  year 

Capitation 

Arizona  Physicians  IPA 

660,000 

33 

30,103,585 

2.2 

Community  Health  Care 

20,000 

1 

1 ,351 ,297 

1.5 

Dynamic  Health  Services 

20,000 

1 

1,193,098 

1.7 

El  Rio  Santa  Cruz 

180,000 

9 

5,095,199 

3.5 

Gila  Medical  Services 

40,375 

2 

1,556,375 

2.6 

Health  Care  Providers 

440,000 

20 

5,276,015 

2.6 

iHh 

140,000 

7 

1,659,429 

7.6 

Maricopa  Health  Plan 

500,000 

25 

36,585,148 

1.4 

No.  AZ  Family  Health 

40,000 

2 

1  ,256,523 

3.2 

Pima  Care 

60,000 

3 

7,486,036 

2.4 

Pima  Health  Plan 

160,000 

8 

2,883,975 

5.5 

Pinal  General  Hospital 

60,000 

3 

2,840,882 

2.1 

Source:    State  AHCCCS  Division. 
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As  discussed  above,  the  evaluation  team  has  been  unable  to  secure 
enough  financial  data  on  the  plans  to  conduct  an  analysis.    Therefore,  the 
comments  in  this  section  are  based  on  limited  information:    a  review  of 
financial  data  from  plans  for  whom  we  have  data,  and  discussions  with  plan 
financial  officers,  state  AHCCCS  personnel,  and  MSGI  personnel  responsible 
for  conducting  financial  audits  of  plans.    As  of  March  1984,  no  AHCCCS  plans 
had  become  insolvent,  however,  later  in  1984  several  AHCCCS  plans  have  had 
financial  difficulties.    As  discussed  in  Chapter  X,  most  of  the  plans  that 
were  awarded  AHCCCS  contracts  were  new  prepaid  health  plans.    Therefore,  the 
continued  solvency  of  these  new  plans  is  encouraging. 

There  have,  however,  been  press  reports  concerning  the  financial 
instability  of  at  least  two  AHCCCS  plans.    In  addition,  there  has  been  some 
conjecture  concerning  possible  financial  problems  experienced  by  other  plans. 

On  the  basis  of  our  discussions  and  review  of  aggregate  financial 
reports,  it  appears  that  most  plans  are  in  adequate  financial  health.  In 
fact,  most  plans  seem  to  be  doing  well  financially,  and  many  appear  to  be 
making  a  profit.    These  tentative  observations,  however,  can  be  neither 
confirmed  nor  denied  in  the  absence  of  audited  financial  statements. 

There  are  other  positive  indications  concerning  the  financial  status  of 
plans.    First,  of  the  plans  that  dropped  out  of  AHCCCS  after  the  first  year, 
none  appeared  to  be  leaving  for  financial  reasons.    Second,  there  was  only  a 
4%  overall  increase  in  the  final  capitation  rates  bid  for  the  second  year, 
indicating  a  relative  adequacy  of  plan  revenues.    Third,  several  new  plans 
bid  on  AHCCCS  for  the  second  year.    Many  of  these  participated  as 
subcontractors  the  first  year,  and  would  not  have  bid  if  financial  prospects 
were  poor.    One  new  organization,  ACCESS  Patient's  Choice,  submitted  bids 
statewide. 

Despite  this  tentative  assessment  of  plan  solvency,  several  potential 
dangers  to  solvency  should  be  pointed  out.    Because  plans  receive  prepaid 
capitation  payments,  there  is  a  cash  float  between  receipt  of  revenue  and 
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payments  for  the  delivery  of  required  services.    This  is  especially  true  for 
IPA-type  plans,  of  which  there  are  many  participating  in  AHCCCS.    It  is 
extremely  important  for  these  plans  to  monitor  and  track  incurred  costs  and 
to  establish  adequate  reserves  for  claims  incurred  but  not  reported  and 
claims  reported,  but  not  yet  paid.    There  is  also  a  need  for  good  data 
systems  that  will  report  in  detail  to  plan  management  in  a  timely  fashion. 
The  cash  float  makes  it  possible  for  the  financial  status  of  a  plan  to 
appear  acceptable  but  then  to  deteriorate  very  quickly.    Unless  a  plan  has  a 
good  data  system  and  experienced  management,  it  may  not  know  it  is  in 
trouble  until  it  is  too  late.    Therefore,  until  audited  financial  statements 
become  available  for  all  plans,  more  substantive  conclusions  regarding  the 
financial  solvency  of  AHCCCS  plans  are  not  possible. 
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XIV    ELIGIBILITY  DETERMINATION,  ENROLLMENT,  AND  MARKETING 


This  chapter  describes  the  process  by  which  people  enter  the  AHCCCS 
program  and  become  plan  members.    The  eligibility  determination  and 
enrollment  procedures  have  been  the  source  of  some  of  the  greatest 
difficulties  in  the  implementation  of  AHCCCS. 

Currently  three  groups  of  people  are  eligible  for  the  AHCCCS  program: 
the  categorically  eligible  (AFDC  and  SSI  [aged,  blind,  and  disabled] 
recipients)  for  whom  federal  matching  funds  are  available,  the  medically 
indigent  (MI)  and  medically  needy  (MN)  for  whom  the  state  bears  the  full 
burden.1    AHCCCS  eligibility  for  AFDC  and  SSI  recipients  follows 
automatically  from  eligibility  for  these  cash  grants,  which  is  determined  by 
the  state  Department  of  Economic  Security  and  the  Social  Security 
Administration,  respectively.    The  maximum  annual  income  (net  of  allowable 
deductions)  for  AFDC  eligibility  in  Arizona  is  $2,160  for  a  parent  with  one 
child.    The  maximum  allowable  income  for  SSI  is  $4,008  per  year  for  a  single 
person  and  $5,904  for  a  couple.    Eligibility  for  the  MI/MN  categories  is 
determined  by  the  counties,  based  on  income  and  assets,  as  discussed  in 
greater  detail  in  Chapter  III.    The  maximum  allowable  income  (net  of  medical 
expenses)  for  medically  indigent  single  individuals  is  $2,500;  single 
persons  with  annual  incomes  (net  of  medical  expenses)  between  $2,501  and 
$3,200  a  year  qualify  as  medically  needy.    Because  Arizona  bears  full 
responsibility  for  costs  of  the  MI/MN  population,  eligibility  and  enrollment 
issues  with  respect  to  this  group  do  not  affect  the  federal  portion  of  the 
AHCCCS  program.    These  issues  are  discussed  because  they  illustrate  the 
types  of  problems  that  arise  in  attempting  to  enroll  in  a  capitated  health 
care  program  populations  that  generally  do  not  use  the  system  until  they 
become  sick.    Therefore,  experience  with  MI/MN  eligibility  determination  and 
enrollment  is  of  interest  to  other  states  that  are  considering  implementing 
prepaid  Medicaid  programs. 
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Enrollment  is  the  process  by  which  a  person  who  has  been  determined  to 
be  eligible  actually  signs  up  for  AHCCCS.    Enrollment  is  accomplished  when 
an  eligible  person  selects  a  provider  plan  or9  failing  to  choose  one,  is 
assigned  to  a  plan.    The  enrollment  process  is  separated  from  the 
eligibility  determination  process;  it  is  handled  by  different  people  and  it 
frequently  takes  place  at  a  different  time. 

In  the  first  section  of  this  chapter,  the  Administrator's 
responsibilities  in  eligibility  and  enrollment  are  described.    The  problems 
that  have  occurred  are  also  described,  as  are  policy  changes  that  have  been 
designed  to  correct  them.    The  role  of  the  counties  in  MI/MN  eligibility 
determination  is  described  in  the  second  section,  as  are  specific  problems 
that  have  arisen  in  this  area.    MI/MM  eligibility  determination  has  been 
particularly  difficult  because  it  requires  a  rather  complex  set  of 
procedures  and  introduces  an  additional  level  (the  counties)  to  the 
process.    The  final  section  reviews  marketing  activities  by  the  state  AHCCCS 
Division  and  the  plans  during  the  first  18  months  of  AHCCCS.    The  state's 
function  was  to  inform  people  about  AHCCCS  and  to  educate  them  about  its 
features.    The  plan  activities  focus  on  influencing  enrollment  decisions 
made  by  eligible  people. 

Eligibility  and  Enrollment— The  Administrator 

Prior  to  the  state  takeover  of  Administrator  duties  on  March  15,  1984, 
the  responsibility  of  the  private  Administrator  in  the  eligibility  and 
enrollment  process  was  to: 

(1)  Provide  training  to  the  counties  regarding  the  criteria  and 
procedures  for  MI/MN  eligibility. 

(2)  Notify  eligibles  in  all  categories  of  their  eligibility  and 
request  that  they  enroll  in  a  plan  of  their  choice. 

(3)  Conduct  enrollment  interviews  to  assist  eligibles  in  the 
enrollment  process. 
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(4)  Automatically  assign  to  a  plan  those  who  are  eligible  but  have  not 
enrolled  by  the  end  of  a  designated  time  period. 

(5)  Provide  eligibility  quality  control  for  the  MI/MN  categories. 

The  remainder  of  this  section  discusses  the  Administrator's  experience 
in  implementing  these  responsibilities.    The  first  two  subsections  describe 
the  organization  of  the  Administrator's  eligibility  and  enrollment 
activities  and  the  mechanics  of  the  enrollment  process.    The  third 
subsection,  "Implementation,"  discusses  the  significant  eligibility  and 
enrollment  problems  that  have  occurred  since  the  start  of  the  program  and 
describes  the  corrective  actions  aimed  at  addressing  those  problems. 

Administrator  Organization 

As  of  the  end  of  the  first  program  year,  the  MSGI  unit  responsible  for 
eligibility  and  enrollment  consisted  of  five  sections:  Enrollment, 
Third-Party  Liability,  Special  Projects,  Investigations,  and  Eligibility. 
Since  that  time,  the  Third-Party  Liability,  Special  Projects,  and 
Investigations  sections  have  been  moved  to  other  parts  of  the  organization, 
but  as  of  April  1984,  their  functions  remained  largely  as  described  here. 
The  functions  and  activities  of  all  of  these  units  continued  after  the  state 
assumed  responsibility  for  these  areas  on  March  15,  1984.    The  staff  numbers 
given  below  are  as  of  the  end  of  the  first  program  year.    There  had  not  been 
major  changes  in  these  numbers  as  of  April  1984. 

The  Enrollment  section  is  the  largest.    The  size  of  this  section  varies 
depending  on  the  enrollment  workload.    There  are  a  total  of  about  35 
enrollment  workers  and  12  enrollment  supervisors  operating  in  about  80  field 
locations  throughout  the  state.    Some  of  the  more  remote  enrollment 
locations  are  served  on  predesignated  working  days  by  circuit-riding 
enrollment  workers.    During  open  enrollment  (August  22-September  16,  1983), 
the  staff  was  temporarily  increased  to  about  90,  and  during  the  initial 
program  start-up,  there  were  approximately  150  field  workers. 
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In  addition  to  field  enrollment  workers,  the  Enrollment  section 
includes  three  persons  at  the  central  MSG I  office  (the  state  after  March  15, 
1984)  who  handle  individual  enrol  lee  problems  face  to  face. 

The  Third-Party  Liability  section,  consisting  of  two  employees,  is 
responsible  for  pursuing  third-party  collections  on  fee-for-service  claims. 
This  unit  also  notifies  plans  of  the  possibility  of  third-party  coverage  for 
capitated  members. 

The  Special  Projects  section,  consisting  of  four  employees,  is 
responsible  for  trouble-shooting  systems  and  procedural  problems  relating  to 
eligibility  and  enrollment  and  for  providing  liaison  to  the  systems 
development  staff  for  resolving  those  problems. 

The  Investigations  section,  with  10  employees,  is  responsible  for 
researching  problems  relating  to  individual  eligibility  or  enrollment.  This 
unit  handles  all  problems  that  cannot  be  resolved  on  a  real-time  basis  by 
the  Verification  unit  within  Provider  Management. 

Finally,  the  Eligibility  section,  consisting  of  three  professionals  and 
a  clerk,  is  responsible  for  county  training  in  MI/MN  eligibility 
determination  procedures  as  well  as  for  the  implementation  of  the  quality 
control  sampling  process.    The  initial  training  function  was  handled  jointly 
with  the  state  AHCCCS  Division,  with  one  person  from  the  state  covering 
eligibility  criteria  and  one  person  from  the  Administrator  Eligibility  unit 
covering  the  procedural  aspects  of  eligibility  determination.    The  quality 
control  process  had  not  been  implemented  as  of  April  1984.    The  AHCCCS 
legislation  calls  for  formal  periodic  sampling  of  MI/MN  eligibility  records, 
a  determination  as  to  whether  the  criteria  were  correctly  applied,  and  the 
imposition  of  sanctions  on  the  counties  for  excessive  error  rates.  However, 
the  formal  criteria  for  defining  an  error  have  not  yet  been  established. 
Instead,  the  Eligibility  unit  has  pulled  small  ad  hoc  samples  in  selected 
counties  in  order  to  assess  the  need  for  training  and  technical  assistance. 
There  has  been  no  systematic  sampling,  quality  assessment,  formal 
computation  of  error  rates,  or  imposition  of  sanctions. 
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The  Enrollment  Process 


The  enrollment  procedures  described  below  are  those  in  effect  as  of 
April  1984.    Legislation  passed  in  May  1984  created  major  changes  in 
enrollment  for  the  MI/MN  categories.    The  legislation  is  described  briefly 
at  the  end  of  this  section. 

The  mechanics  of  the  enrollment  process  are  straightforward.    Those  who 
are  eligible  are  referred  to  the  enrollment  site  by  SSA,  DES,  or  county 
eligibility  workers.    They  are  given  directions  to  the  enrollment  site  and 
informed  of  the  hours  that  the  site  is  open.    The  enrollment  interview 
usually  takes  10  to  40  minutes,  the  exact  time  depending  on  the  member's 
knowledge  and  the  number  of  plan  choices  available.    During  the  interview, 
the  worker  explains  the  AHCCCS  program  and  provides  the  potential  enrol  lee 
with  an  introductory  booklet  describing  the  program.    The  worker  describes 
the  various  plans  the  client  may  join  and  goes  over  the  service  area  for 
each  plan.    The  potential  enrol  lee  reviews  marketing  literature  from  the 
plans  as  well  as  "plan  sheets"  showing  the  physicians  and  locations  for 
which  the  plan  has  subcontracts.    If  the  potential  enrol  lee  is  currently 
receiving  care,  the  enrollment  worker  attempts  to  ensure  that  there  is  an 
orderly  transition  from  the  current  provider  to  the  plan.    The  enrollment 
worker  is  instructed  to  remain  strictly  neutral  throughout  this  process,  and 
not  recommend  or  suggest  any  particular  plan. 

If  the  potential  enrollee  chooses  a  plan  during  the  interview,  the 
enrollment  form  is  signed  and  sent  to  the  central  office.    If  the  client 
desires  more  information  regarding  one  or  more  of  the  plans,  he/she  is 
referred  directly  to  the  plan  to  answer  any  questions.    He/she  may  then  come 
back  to  the  enrollment  site  later  to  complete  the  process. 

Upon  receipt  at  the  central  office,  the  enrollment  form  is  keyed  into 
the  system,  updating  the  master  member  file.    Under  procedures  that  went 
into  effect  with  the  second  program  year,  enrollment  in  the  plan  is 
effective  on  the  first  or  the  fifteenth  of  the  month,  depending  on  the  date 
the  form  is  received.    (This  is  discussed  in  greater  detail  below.) 
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Twice  each  month,  those  eligibles  who  have  not  enrolled  are  sent  a 
letter  informing  them  of  their  options  and  of  the  deadline  for  enrollment. 
If  they  fail  to  enroll,  they  are  automatically  assigned  to  the  plan  that  was 
the  lowest  bidder  for  their  ZIP  code.    Assignment  takes  place  about  20  days 
after  the  final  reminder  notice.    In  the  first  program  year,  approximately 
45%  of  the  categorically  eligible  and  about  88%  of  the  MI/MN  exercised  the 
right  to  choose  a  plan. 

An  open  enrollment  period  was  in  effect  from  August  22  through 
September  16,  1983.    During  the  first  week  of  August  1983,  a  letter  was  sent 
to  all  AHCCCS  plan  members  announcing  the  upcoming  open-enrollment  period 
and  informing  them  that  an  enrollment  package  would  be  mailed  shortly.  The 
enrollment  package,  mailed  in  the  second  week  of  August,  consisted  of  a 
document  on  which  members  could  check  off  the  plan  of  their  choice,  along 
with  the  plan  sheets,  plan  literature,  a  return  envelope,  and  a  listing  of 
enrollment  sites  where  further  information  could  be  obtained.    A  member 
could  switch  plans  either  by  completing  and  returning  the  mailed  document  or 
by  visiting  an  enrollment  site  and  making  the  choice  in  person.    A  member 
could  change  his/her  choice  an  unlimited  number  of  times;  the  last  choice 
was  the  one  implemented.    If  a  choice  was  made  by  September  16,  the  member 
was  switched  to  the  chosen  new  plan.    Otherwise,  he/she  continued  to  be 
enrolled  in  the  current  plan.    If  the  member's  current  plan  was  not  to 
continue  operating,  the  member  either  chose  a  new  plan  or  was  automatically 
assigned.    A  total  of  32,867  (23%)  of  those  enrolled  in  health  plans  chose 
to  switch  plans.    Of  these,  approximately  two-thirds  did  so  by  mail  and  the 
rest  made  their  choice  at  enrollment  sites. 

Exhibit  XIV-1  shows  the  total  number  of  members  enrolled  over  the 
period  November  1,  1982,  to  June  30,  1983.    Table  XIV-1  shows  the  breakdown 
of  AHCCCS  eligibles  as  of  May  1984.    Of  a  total  member  population  of 
178,516,  approximately  92%  were  enrolled  in  plans.    The  remaining  8%  had 
been  found  eligible  but  had  not  yet  selected  or  been  assigned  to  a  plan. 
Approximately  61%  were  categorical  eligibles  and  39%  were  MI/MN. 
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EXHIBIT  XIV-1 


Actual  and  Projected  Enrollment  in  AHCCCS 
by  Category  of  Eligibility  by  Month  by  Total 
November  1, 1982  -  June  30,  1983 


160,327 


NOV  DEC  JAN  MAJS  AM  MAT  JUN       JUL  AUG 


MONTH 

SOURCE:    State  AHCCCS  Division 
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Table  XIV-1 

TOTAL  ARIZONA  POPULATION  DETERMINED  TO  BE  ELIGIBLE  FOR  AHCCCS 

May  1984 


Category  of 
Eligibility 

Eligible  and 
Enrolled 

Eligible,  not 
Enrolled 

Total 

SSI  aged 

10,147 

242 

10,389 

SSI  blind 

630 

12 

642 

SSI  disabled 

19,822 

393 

20,215 

AFDC 

74,516 

5,614 

80,130 

Total  categorical 

105,115 

6,261 

111,376 

Medically  indigent 

55,486 

5,924 

61 ,410 

Medically  needy 

14,595 

1,710 

16,305 

Total  MI/MN 

70,081 

7,634 

77,715 

Total  eligible 

175,196 

13,895 

189,091 

Source:    State  AHCCCS  Division. 
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Implementation 


In  the  first  several  months  of  program  operations,  major  start-up 
problems  were  encountered  in  the  areas  of  eligibility  determination  and 
enrollment.    Many  of  these  problems  related  to  differences  in  enrollment 
status  as  perceived  by  the  members,  the  providers,  the  Administrator,  and 
the  agencies  and  counties  determining  eligibility.    Because  the  eligibility 
and  enrollment  process  stretches  over  time  (from  eligibility  application  to 
eligibility  determination  to  enrollment  choice  to  enrollment  processing), 
there  is  a  significant  chance  that  some  or  all  of  the  parties  involved  in 
the  process  will  have  different  information  regarding  an  individual's 
status,  creating  confusion  as  to  whether  a  potential  member  is  eligible  and 
enrolled,  and  who  is  responsible  for  providing  and  reimbursing  for  services. 

Originally,  it  was  intended  that  the  MI/MN  members  would  be  eligible 

for  emergency  services  on  a  capped  fee-for-service  basis,  starting  30  days 

prior  to  the  date  of  eligibility  application,  assuming  they  were  later 

determined  to  be  eligible.    Eligibility  for  full  services  (emergency  and 

routine)  would  commence  on  the  date  an  enrollment  form  designating  a  choice 

of  plan  was  signed,  or  the  date  the  enrol  lee  was  automatically  assigned  to  a 

plan.    Financial  responsibility  of  the  plan  would  thus  commence  on  the  date 

the  enrollment  form  was  signed  or  the  date  of  assignment.  Categorically 

eligible  members  would  be  retroactively  eligible  for  ful 1  services  for  90 

days  prior  to  the  first  day  of  the  month  of  their  application.  These 

services  would  be  reimbursed  on  a  capped  fee-for-service  basis  until  the 

date  of  enrollment,  at  which  time  the  plan  would  assume  responsibility  for 

care  on  a  capitation  basis.    Until  AHCCCS  began  paying  for  services,  the 

counties  would  retain  financial  liability  for  care  delivered  to  people  who 

met  the  criteria  established  for  eligibility  under  the  county  system  as  of 
2 

January  1981.     Thus,  in  the  period  during  which  AHCCCS  covered  only 
emergency  services,  the  counties  would  be  liable  for  the  cost  of  other 
services  provided  to  people  meeting  county  eligibility  criteria.  (The 
counties  would  have  no  responsibility  for  the  cost  of  services  provided  to 
people  who  did  not  meet  county  eligibility  guidelines.    Throughout  this 
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chapter,  references  to  county  financial  liability  include  only  services 
delivered  to  people  who  meet  county  eligibility  criteria.) 

The  eligibility  and  enrollment  process,  as  it  was  implemented  in 
practice,  was  far  more  complicated  than  this  description  would  indicate. 
Initial  delays  in  completing  the  provider  contracting  process  led  to  the 
institution  of  a  so-called  "phase-in"  period,  from  October  1  to  November  4, 
1982,  in  which  all  el igibles  were  covered  for  full  services  (emergency  and 
nonemergency),  regardless  of  whether  or  not  they  were  enrolled  in  a  plan. 
In  addition,  because  the  counties  were  overwhelmed  with  the  requirement  to 
initially  determine  eligibility  for  all  noncategorical  individuals  within  a 
short  period  of  time,  other  emergency  measures  were  instituted.  Counties 
were  permitted  to  "grandfather"  into  AHCCCS  persons  who  had  been  eligible 
under  the  prior  county  program.    Eligibility  for  these  individuals  was 
redetermined  later.    Originally,  the  redetermination  was  to  be  accomplished 
by  November  30,  1982.    This  was  subsequently  extended  to  December  31  and 
then  to  March  31,  1983.    A  decision  was  made  in  March  1983  to  stagger  the 
redetermination  of  all  remaining  cases  over  a  4-month  period. 

From  October  1982  to  February  1983,  counties  also  were  permitted  to 
administer  an  oath  of  indigence  to  potential  MI  el igibles  who  were  not 
already  on  the  county  rolls.    Whereas  nonenrolled  MI  el igibles  were  normally 
entitled  only  to  emergency  services  (after  the  phase-in  period),  those 
individuals  who  had  taken  the  oath  were  entitled  to  30  days  of  full 
services,  followed  by  emergency  services  only,  until  the  time  of  enrollment 
in  a  plan. 

Thus,  during  the  first  few  months  of  the  program,  the  rules  for 
determining  a  member's  entitlement  to  services  were  both  complex  and 
dynamic.    Coverage  of  services  varied  over  time,  by  eligibility  category,  by 
method  of  eligibility  determination,  and  by  status  relative  to  AHCCCS 
eligibility  and  enrollment.    The  rules  for  entitlement  are  summarized  in 
Table  XIV-2,  which  shows  the  services  for  which  a  member  was  covered, 
depending  on  the  basis  of  his/her  eligibility  for  AHCCCS  and  on  his/her 
status  in  relation  to  AHCCCS.    The  bases  of  eligibility  are  categorical 
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eligibility  (AFDC  and  SSI),  MI/MN  regular  determination,  MI/MN 
"grandfathered,"  and  MI  "oathed."    The  phases  of  a  member's  status  in 
relation  to  AHCCCS  are  the  period  before  the  application  for  eligibility  is 
made,  the  period  between  application  for  eligibility  and  enrollment  in  a 
plan,  and  the  period  after  enrollment  in  a  plan.    Coverage  for  people 
eligible  for  AHCCCS  but  not  enrolled  in  a  plan  is  further  distinguished 
between  the  phase-in  period  and  afterward.    For  example,  the  table  shows 
that  during  the  phase-in  period,  MI/MNs  who  had  been  determined  eligible 
using  the  regular  procedures  received  full  services  in  the  period  between 
their  eligibility  application  and  enrollment  in  a  plan;  after  the  phase-in, 
they  received  only  emergency  services  between  application  and  enrollment. 

To  add  further  confusion  to  this  complex  process,  until  February  1983, 
potential  members  were  permitted  to  enroll  in  plans  provisionally  prior  to 
final  eligibility  determination  or  prior  to  the  plan's  contract  being 
finalized.    Provisional  enrollees  were  eligible  for  full  services  at  the 
plan  subsequent  to  the  date  of  provisional  enrollment,  provided  eligibility 
was  established  later. 

Thus,  over  time,  a  member's  eligibility  and  enrollment  status  could  go 
through  several  different  stages.    Furthermore,  the  complexity  of  the 
process  and  its  built-in  time  lags  made  it  susceptible  to  inconsistencies  in 
current  status  as  reflected  in: 

.    The  eligibility  records  of  the  county,  DES,  or  SSA 

.    The  computer  files  provided  by  these  agencies 

.    The  enrollment  forms 

.    The  Administrator's  master  member  file 

.    The  plan's  enrollment  rosters 

.    The  individual  member's  perception. 

The  vulnerability  of  the  system  to  inconsistencies  such  as  these  often 

resulted  in  confusion  among  members  and  providers.    This  confusion  is  well 
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illustrated  in  the  following  comments  prepared  by  the  Arizona  Association  of 
Community  Health  Centers  in  its  February  9,  1983,  report  on  AHCCCS: 


"WHERE  DO  I  SEND  THE  BILL? 
Depending  upon: 

(1)  The  type  of  service  rendered. 

(2)  Whether  it  was  an  emergency  or  not. 

(3)  Whether  the  patient  has  completed  eligibility  or  not. 

(4)  Whether  the  patient,  if  having  completed  eligibility, 
is  classed  as  Medically  Needy  or  not. 

(5)  Whether  the  patient  has  enrolled  with  a  prime 
contractor  or  not. 

(6)  Whether  the  patient  is  also  county  eligible  as  opposed 
to  AHCCCS  eligible. 

(7)  Whether  the  subcontractor  has  agreements  with  more  than 
one  prime  contractor  or  not. 

The  bill  can  be  sent  to  a  choice  of: 

(a)  The  county,  which  has  responsibility  to  continue  to 
provide  all  services  they  were  providing  before  AHCCCS 
using  the  same  eligibility  criteria  that  were  in  force 
prior  to  AHCCCS; 

(b)  McAUTO,  which  is  responsible  for  emergency  care 
rendered  to  persons  of  sworn  indigency  who  have  not  yet 
completed  the  process; 

(c)  The  plan  the  patient  has  chosen  as  his  primary  plan, 
only  if  the  care  rendered  was  an  emergency  and  the 
primary  plan's  notification  procedures  were  followed; 

(d)  The  prime  contractor  of  the  clinic  if  the  patient  is 
enrolled  with  that  clinic. 

Since  patients  are  as  confused  about  this  system  as  everyone 
else,  if  not  more  so,  little  help  can  be  expected  from  them  on 
making  a  correct  decision....    The  penalty  for  misclassifying  the 
type  of  visit  or  the  type  of  patient  is,  as  usual,  delay  or 
denial  of  payment." 
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Below  are  several  examples  of  problems  that  occurred  as  a  result  of 
this  complex  eligibility/enrollment  structure.    Most  of  the  problems  listed 
below  were  particularly  significant  during  the  first  several  months  of  the 
program. 

(1)  Because  of  the  lag  between  a  member's  making  an  enrollment  choice 
and  the  time  when  that  choice  was  entered  into  the  Administrator's 
data  processing  system  and  subsequently  appeared  on  a  plan  roster, 
the  plans  were  faced  with  patients  who  claimed  to  be  enrolled  in 
the  plan  but  whose  enrollment  could  not  be  verified.    This  problem 
was  compounded  when  delays  in  receiving  valid  eligibility  records 
from  the  counties,  DES,  or  SSA  delayed  the  Administrator's 
completion  of  the  enrollment  transaction. 

(2)  Many  individual s  who  enrolled  provisionally  in  plans  failed  to 
complete  the  eligibility  process  or  were  subsequently  found 
ineligible.    These  members  mistakenly  thought  they  were  enrolled 
in  plans  and  entitled  to  services.    They  appeared  at  the  plans  for 
service,  but  again,  the  plans  were  not  able  to  confirm  enrollment. 

(3)  Some  members  who  enrolled  provisionally  completed  the  process 
later,  using  a  different  name  and  identification  number.  Since 
the  original  transaction  was  not  completed  under  the  original  name 
and  number,  they  were  subsequently  assigned  to  a  plan  under  that 
name  and  number.    Consequently,  they  were  enrolled  in  two  plans, 
one  under  the  new  identification,  and  a  second  from  assignment 
under  the  old  identification. 

(4)  Enrollment  workers  failed  to  forward  some  enrollment  forms  to  the 
central  office.    The  members  thought  they  had  completed  enrollment 
in  a  plan  and  sought  service  from  that  plan,  but  were  subsequently 
assigned  to  another  plan. 

(5)  In  the  case  of  the  AFDC  eligibles,  lack  of  consistency  edits  in 
the  Department  of  Economic  Security's  Assistance  Payment 
Information  System  (APIS)  files  frequently  resulted  in  the 
suspension  of  eligibility  records  at  MSG  I  so  that  inconsistencies 
could  be  researched  and  resolved.    This  situation,  known  as  the 
"APIS  mismatch"  problem,  occurred  when  the  DES  header  record  for  a 
case  indicated  a  number  of  individual  case  members  that  was 
inconsistent  with  the  actual  number  of  records  for  that  case.  The 
resulting  delays  in  recording  these  eligibles  on  the  plans' 
rosters  again  caused  confusion  for  the  plans  and  members.  In 
addition,  these  mismatches  sometimes  caused  members  in  the  same 
family  to  be  assigned  to  different  plans.    In  the  first  few  months 
of  the  program,  there  were  over  5,000  of  these  mismatch  cases. 
During  this  period,  resolution  of  member  mismatches  suffered  from 
an  inability  of  the  state  AHCCCS  staff,  MSGI,  and  DES  to  work 
together  to  develop  and  implement  reconciliation  procedures. 
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(6)  Certain  SSI  eligibles  received  award  letters  but  did  not  appear  as 
eligibles  on  the  files  received  from  the  Social  Security 
Administration.    These  eligibles  completed  the  enrollment  process 
and  thought  themselves  enrolled  in  a  plan,  but  their  enrollment 
status  was  not  final  on  MSGI's  member  file  and  they  consequently 
did  not  appear  on  plan  rosters. 

(7)  Certain  applicants  who  lacked  Social  Security  numbers  were 
assigned  and  enrolled  under  pseudo  numbers.    When  they  later 
received  actual  numbers,  some  of  these  individuals  reenrolled 
using  the  new  number,  sometimes  in  a  different  plan.    This  created 
confusion  as  to  which  plan  was  responsible  for  the  member's  care, 
as  well  as  the  potential  for  duplicate  capitation  payments.  A 
significant  amount  of  effort  was  required  to  identify  and  resolve 
duplicate  records. 

(8)  At  the  beginning  of  the  program,  the  Administrator  sent  out 
identification  cards  with  an  arbitrary  6-month  date  of 
expiration.    The  card  was  intended  to  be  only  an  informational 
vehicle,  not  an  official  proof  of  enrollment.    The  expiration  date 
had  no  relationship  to  when  the  member's  eligibility  had  to  be 
redetermined.    However,  it  was  interpreted  as  such  and 
consequently  caused  much  confusion.    This  situation  was  corrected 
soon  after  the  initial  mailing  by  sending  out  new  cards  with  no 
expiration  date. 

Early  regulatory  changes  were  aimed  at  eliminating  much  of  the 
confusion  in  the  el igibil ity /enrollment  process.    Provisional  enrollment  was 
eliminated  effective  February  1,  1983.    As  of  that  date,  enrollment  could 
occur  only  after  an  eligibility  determination  was  made.    The  scope  of 
service  benefits  was  also  made  more  uniform  in  February  1983.    All  MI/MN 
members  would  now  be  eligible  only  for  emergency  services  until  they  were 
enrolled  with  a  plan.    A  decision  was  also  made  in  March  1983  to  stagger  the 
redetermination  of  the  MI/MN  members  so  that  the  county  workloads  would  be 
more  even. 


More  fundamental  changes  went  into  effect  with  the  passage  of  SB! 279, 
which  became  law  on  April  29,  1983.    Before  then,  an  MI/MN  applicant  was 
considered  eligible  for  emergency  AHCCCS  services  (on  a  capped 
fee-for-service  basis)  30  days  prior  to  the  date  on  which  he/she  applied, 
regardless  of  how  long  it  might  take  the  county  to  determine  eligibility. 
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The  30-day  prior  eligibility  contributed  significantly  to  the  problems 
discussed  above.    First,  the  counties  had  little  incentive  to  complete  the 
eligibility  determination  quickly,  because  the  date  of  determination  did  not 
affect  the  date  when  AHCCCS  assumed  financial  responsibility  for  emergency 
services.    Because  of  the  original  complexity  of  the  MI/MN  criteria  and  the 
heavy  county  workload,  significant  delays  did  occur,  preventing  timely 
completion  of  the  enrollment  process  and  resulting  in  plan  rosters  that  did 
not  show  el igibles  for  whom  the  process  was  not  yet  complete.  The 
provisional  enrollment  of  these  eligibles  in  the  plans  added  to  the 
confusion,  since  provisional  enrollees  believed  they  were  entitled  to  full 
plan  services. 

Under  SB1279,  eligibility  for  emergency  AHCCCS  services  was  changed  to 
commence  5  days  prior  to  county  determination,  regardless  of  when 
application  occurred.    Furthermore,  a  member's  eligibility  for  routine 
(nonemergency)  services  started  as  of  the  date  of  determination.  This 
offered  the  counties  both  a  carrot  and  a  stick  as  incentives  to  complete 
determination  without  delay.    Since  the  county  was  now  responsible  for 
emergency  services  prior  to  5  days  before  determination,  a  rapid 
determination  would  reduce  the  county's  liability.    In  addition,  full 
routine  services  commenced  immediately  upon  determination,  whereas  prior  to 
the  legislation,  only  emergency  services  were  available  up  to  the  time  of 
enrollment  in  a  plan.    These  routine  services  are  provided  on  a  capped 
fee-for-service  basis  until  enrollment  is  completed.    Thus,  an  early 
determination  would  also  reduce  county  responsibility  for  routine  services. 

In  addition  to  the  above  changes,  SB1279  greatly  simplified  the 
criteria  for  establishing  MI/MN  eligibility,  thereby  enabling  the  counties 
to  process  eligibility  on  a  more  timely  basis.    The  old  procedures  were 
based  on  the  tax  code  definitions,  which  were  overly  cumbersome;  they 
required  extensive,  detailed  verification  and  complex  calculation  of  income 
and  assets.    County  eligibility  workers  had  no  experience  with  these 
definitions  and  found  them  difficult  to  apply.    The  legislation  eliminated 
dependence  on  the  tax  code.    This  change  merely  changed  the  methods  used  to 


XIV-16 


calculate  income  and  assets;  the  MI/MN  eligibility  standards  themselves 
remained  the  same. 

The  number  of  months  of  income  information  on  which  the  calculation  of 
average  annual  income  is  based  has  changed  several  times  during  the 
program.    Originally,  the  calculation  was  based  on  the  3  months  of  income 
prior  to  application.    As  the  result  of  a  Legal  Aid  suit,  the  basis  was 
decreased  to  a  1 -month  period.    However,  the  period  was  returned  to  3  months 
in  the  May  1984  legislation. 

Regulatory  changes  relating  to  enrollment  complemented  the  above 
legislative  changes  in  attempting  to  solve  the  program's  early  problems. 
Starting  with  the  second  program  year,  a  member  was  no  longer  considered 
enrolled  in  a  plan  as  of  the  date  he/she  signed  an  enrollment  form.  Under 
the  new  rules,  plan  membership  commenced  on  a  subsequent  date  (the  first  or 
the  fifteenth  of  a  month),  depending  on  cutoff  dates  for  enrollment.  This 
served  several  purposes.    First,  it  gave  the  Administrator  time  to  process 
the  enrollment  and  to  update  the  plan's  roster.    Second,  the  cutoff  dates 
were  designed  to  give  the  plans  5  days  notice  preceding  the  addition  of  new 
members.    Third,  it  eliminated  any  ambiguity  as  to  when  a  member  was 
enrolled  in  a  plan.    By  noting  the  date  on  the  member's  enrollment  form,  the 
plan  would  know  exactly  when  membership  would  begin  and  that  the 
Administrator  would  reimburse  services  before  that  date  on  a  capped 
fee-for -service  basis. 

These  changes  are  summarized  in  the  following  examples: 

Example  1 

Eligibility  application  signed:    June  15 

Eligibility  determined:  July  3 

Enrollment  form  signed:  July  12 

Under  the  first-year  legislation  and  regulation,  the  county  was 
financially  responsible  for  all  care  provided  prior  to  May  15,  or  30  days 
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before  the  application  date.    (In  this  and  following  examples,  county 
responsibility  is  only  for  those  people  meeting  county  eligibility  criteria 
and  for  those  services  covered  under  county  programs.)    Starting  May  15,  and 
continuing  to  July  12,  AHCCCS  was  responsible  for  emergency  services,  while 
the  county  had  residual  responsibility  for  routine  services.  Capitation 
began  July  12,  and  AHCCCS  was  then  responsible  for  full  services.    Note  that 
the  date  of  eligibility  determination  had  no  impact  on  when  the  county's 
financial  responsibility  ended. 

Under  the  new  procedures,  the  county  was  responsible  for  all  services 
until  June  28,  or  5  days  prior  to  the  determination  date.    Starting  June  28, 
and  continuing  until  July  3,  emergency  services  were  covered  by  AHCCCS  while 
the  county  continued  to  be  responsible  for  routine  services.  Starting 
July  3,  AHCCCS  was  responsible  for  all  services  on  a  capped  fee-for-service 
basis  until  plan  membership  commenced.    Plan  membership  began  on  August  1, 
since  the  enrollment  form  was  signed  on  July  12,  which  was  after  the  cutoff 
date  required  to  give  the  plan  5  days  notice  before  a  July  15  enrollment 
date.    Five  days  prior  to  August  1,  the  plan  was  notified  that  enrollment 
would  commence  on  August  1.    Hence,  the  plan  knew  that  MSG  I  would  reimburse 
all  services  on  a  capped  fee-for-service  basis  prior  to  August  1  and  on  a 
capitation  basis  beginning  August  1. 

Example  2 

Eligibility  application  signed:  June  15 

Eligibility  determined:  August  15 

Enrollment  form  signed:  August  20 

In  this  example,  eligibility  determination  was  delayed  until  August  15, 
and  the  enrollment  form  was  signed  5  days  later.    In  the  first  year,  this 
did  not  change  the  date  of  financial  responsibility  for  emergency  services 
because  the  old  procedure  based  that  on  the  date  of  application.  AHCCCS 
responsibility  for  routine  services,  however,  was  delayed  until  August  20, 
when  capitation  began.    Under  the  new  procedures,  AHCCCS  had  responsibility 
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for  emergency  services  starting  on  August  10,  or  only  5  days  prior  to 
determination.    AHCCCS  responsibility  for  routine  services  on  a 
fee-for-service  basis  started  on  August  15,  the  date  of  determination,  and 
capitation  began  September  1,  the  beginning  date  for  plan  membership* 

Example  3 

Eligibility  application  signed:    June  15 
Eligibility  determined:    August  15 
Enrollment  form  signed:    July  12 

This  situation  is  identical  to  the  first  except  that  eligibility 
determination  was  delayed  until  August  15.    In  this  case,  however,  the 
applicant  enrolled  provisionally  in  a  plan  on  July  12.    (Under  the  revised 
procedures  put  into  effect  on  February  1,  1983,  this  situation  would  not  be 
possible,  since  the  enrollment  form  could  not  be  signed  until  after  August 
15.)    In  this  example,  the  dates  of  financial  responsibility  for  both 
emergency  and  routine  services  are  identical  to  those  in  the  first  example 
because  the  dates  of  application  and  enrollment  did  not  change,  and  the  date 
of  eligibility  determination  had  no  impact.    The  plan  was  required  to 
provide  care  starting  July  12  even  though  eligibility  could  not  be  confirmed 
until  August  15.    Furthermore,  the  fact  that  the  Administrator  could  not 
process  capitation  payments  or  fee-for-service  payments  until  final 
determination  resulted  in  considerable  confusion. 

In  addition  to  legislative  and  regulatory  changes  described  above, 
procedural  and  systems  changes  were  made  with  the  aim  of  improving  the 
eligibility/enrollment  process.    In  the  second  year,  expedited  eligibility 
and  enrollment  procedures  were  introduced  for  potential  members  who  were 
hospitalized  in  an  emergency.    (These  procedures  are  discussed  in  greater 
detail  later  in  this  chapter  in  the  subsection  on  expedited  procedures.) 
Under  the  new  procedures,  the  hospital  was  responsible  for  contacting  the 
county  within  12  hours  of  admission.    A  county  eligibility  worker  was  then 
sent  to  the  hospital  to  complete  the  determination  process.    The  county  then 
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contacted  MSGI,  which  sent  an  enrollment  worker  to  the  hospital  to  enroll 
the  eligible  person.    This  procedure  greatly  reduced  the  time  required  for 
determining  eligibility  and  completing  enrollment.    However,  the  same  cutoff 
dates  for  enrollment  were  still  applicable,  so  that  plan  membership  would 
not  actually  commence  until  the  first  or  the  fifteenth  of  the  month. 

In  the  second  year,  significant  progress  was  made  by  the  state,  DES, 
and  MSGI  in  addressing  the  "APIS  mismatch"  problem.    In  the  latter  part  of 
1983,  an  override  procedure  was  introduced  to  allow  addition  to  the  master 
member  file  of  individuals  for  whom  eligibility  had  been  confirmed  but  who 
were  not  yet  on  the  DES  file.    Additionally,  a  weekly  run  was  prepared  to 
identify  mismatch  problems  and  was  forwarded  to  DES  for  resolution.    DES  is 
also  in  the  process  of  developing  an  improved  data  base  system,  which  will 
include  edits  preventing  the  occurrence  of  mismatches.    The  implementation 
date  for  this  system  has  been  delayed  several  times;  the  current  projected 
date  is  July  1984. 

Concurrent  with  the  introduction  of  override  procedures  for  APIS 
mismatch  cases,  MSGI  also  instituted  override  procedures  to  allow  update  of 
its  member  file  for  individuals  where  local  SSA  records  were  inconsistent 
with  the  Social  Security  eligibility  tape. 

The  result  of  all  of  these  changes  has  been  a  reduction  in  the  level  of 
confusion  surrounding  the  el igibil ity /enrollment  process.    However,  certain 
problems  still  remain.    First,  the  fundamental  problem  still  has  not  been 
resolved,  namely,  the  involvement  of  several  organizations  over  a  period  of 
time  in  determining  an  individual's  eligibility  and  enrollment  status.  The 
potential  for  confusion  exists  as  long  as  an  individual 's  status  can  be 
perceived  differently  by  the  various  parties  to  the  transaction.    As  an 
illustration,  SB! 279  was  successful  in  giving  the  counties  an  incentive  to 
complete  the  determination  of  eligibility.    However,  if  there  are  delays  in 
notifying  AHCCCS  of  eligibility,  the  enrollment  still  cannot  be  completed. 
Prior  to  AHCCCS  notification,  the  county  perceives  the  individual  as 
eligible,  the  individual  perceives  him/herself  as  eligible,  but  the  AHCCCS 
member  file  is  not  aware  of  that  eligibility.    In  addition,  if  the 
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individual  has  completed  an  enrollment  form,  he/she  will  also  perceive 
him/herself  as  enrolled  but  will  not  appear  on  a  plan  roster  until  both  the 
enrollment  transaction  and  the  eligibility  transaction  have  been  completed 
in  the  system.    It  would  appear  that  problems  such  as  these  will  remain  in 
the  program  unless  the  eligibility  and  enrollment  process  can  be  compressed 
in  time,  the  number  of  parties  to  the  transaction  reduced,  and  the 
communication  links  between  the  parties  improved. 

The  regulatory  changes  made  have  also  contributed  to  AHCCCS's  current 
fiscal  problems.    The  use  of  two  monthly  enrollment  dates  has  increased  the 
length  of  time  of  fee-for-service  status.    The  increase  in  the 
fee-for-service  component  of  the  program  contributed  to  the  recent  budgetary 
problems,  and  legislation  enacted  in  May  1984  is  aimed  at  reducing  the 
program's  fee-for-service  exposure. 

The  legislation,  which  became  effective  on  May  15,  1984,  instituted  two 
policies  designed  to  reduce  fee-for-service  payments:    retroactive  coverage 
of  emergency  services  for  the  MI/MN  population  was  reduced  from  5  days  to  1; 
and  MI/MN  eligibles  are  no  longer  permitted  freedom  of  choice  of  provider 
but  are  to  be  automatically  assigned  to  a  plan  in  their  area.    Under  the 
so-called  "auto  assign"  procedures,  the  counties  will  transmit  application 
information  on  an  individual  to  the  state  by  telephone  at  the  time  the 
determination  is  made.    This  information  will  be  keyed  into  a  computer  by 
the  state  employee  at  that  time.    Where  the  applicant  previously  had  30  days 
to  select  a  plan  (during  which  time  his/her  care  was  covered  by  AHCCCS  on  a 
fee-for-service  basis),  under  the  auto  assign  system  the  computer  will 
immediately  name  the  plan  to  which  the  person  is  assigned.    The  county  must 
then  inform  the  person  of  the  plan  with  which  he/she  has  been  enrolled. 
Assignment  is  not  made  to  the  lowest  bidder;  as  initially  implemented,  it  is 
based  on  an  algorithm  designed  to  maintain  the  historical  relative  share  of 
MI/MN  enrol  lees  in  each  plan  within  a  ZIP  code. 

The  counties  have  objected  to  both  these  changes.    They  contend  that 
MI/MN  eligibles  who  are  prepared  to  select  a  plan  at  the  time  of 
determination  should  be  permitted  to  do  so.    In  addition,  they  say  that  the 
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reduction  in  the  retroactive  coverage  period  reflects,  not  cost  containment, 
but  merely  a  cost  shift  to  the  counties. 

Many  of  the  problems  experienced  with  the  MI/MNs  are  inherent  in 
including  these  populations  in  prepaid,  capitated  programs.    For  these 
populations,  the  application  for  eligibility  will  frequently  be  triggered  by 
the  utilization  of  services.    Therefore,  services  will  often  have  been 
provided  before  capitation  has  begun.    Thus,  when  MI/MNs  are  included  in 
capitated  programs,  problems  will  always  arise  regarding  when  capitation 
begins  relative  to  utilization  of  services  and  when  the  prepaid  plans  assume 
responsibility,  and  how  services  provided  prior  to  capitation  will  be 
covered. 

County  Eligibility  Role 

Eligibility  determination  and  enrollment  for  the  MI/MN  population  has 
been  particularly  problematic  because  it  requires  the  AHCCCS  system  to 
interact  with  15  different  operations— the  15  county  eligibility  systems. 
This  section  describes  the  responsibilities  of  the  counties  in  eligibility 
determination,  the  procedures  established  under  AHCCCS  for  completing  the 
process,  and  activities  undertaken  by  the  counties  to  meet  this 
responsibility.    Finally,  solutions  proposed  by  the  counties  to  overcome  the 
problems  encountered  in  this  area  are  presented.    As  mentioned  previously, 
the  federal  government  does  not  share  in  the  cost  of  caring  for  the  MI/MN 
population.    Therefore,  MI/MN  eligibility  determination  and  enrollment 
issues  do  not  affect  the  federal  portion  of  the  AHCCCS  program.  However, 
problems  experienced  in  Arizona  are  illustrative  of  the  types  of  problems 
that  can  be  anticipated  when  attempting  to  enroll,  in  a  prepaid  program, 
populations  that  do  not  enter  the  health  care  system  until  they  are  sick. 
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Overview  of  County  Eligibility  Responsibilities 


Arizona  counties  are  responsible  for  determining  the  eligibility,  under 
AHCCCS,  of  MI/MN  beneficiaries.    Counties  accept  applications  from  potential 
MI/MN  eligibles,  assist  in  the  completion  of  the  applications,  interview  the 
applicants,  document  and  verify  information  required  in  the  application, 
make  the  eligibility  determination,  and  transmit  the  determination  to  the 
AHCCCS  program.    The  counties  are  required  to  redetermine  eligibility  for 
MI/MNs  at  least  every  6  months.    Because  there  is  no  guaranteed  eligibility 
period  for  MI/MN  eligibles  (unlike  the  categorically  eligible,  who  are 
guaranteed  6  months  of  eligibility),  the  county  may  approve  a  person  for 
less  than  6  months  if  there  is  reason  to  believe  that  the  individual's 
status  could  change  during  that  time,  or  if  the  county  wishes  to  stagger  its 
workload. 

In  the  design  phases  of  AHCCCS,  consideration  was  given  to  assigning 
the  eligibility  determination  responsibility  for  MI/MN  eligibles  to  the 
Department  of  Economic  Security  (DES).    DES  already  handled  eligibility 
determination  for  the  AFDC  group.    DES,  however,  estimated  the  cost  of  this 
new  function  at  approximately  $8  million.    The  legislature,  concerned  about 
this  large  additional  state  expense,  left  the  function  at  the  county  level. 
Some  counties  also  favored  retaining  this  responsibility  as  a  mechanism  for 
maintaining  a  voice  in  indigent  health  care  and  for  controlling  their 
liability.    Some  counties  also  believed  they  could  perform  this  function 
better  than  a  state  agency  because  they  had  experience  and  familiarity  with 
the  individual  cases  in  their  area. 

Although  the  state  felt  that  cost  considerations  and  the  experience  of 
the  counties  made  it  desirable  to  leave  eligibility  determination  at  the 
local  level,  it  took  the  position  that  giving  the  counties  responsibility 
for  enrolling  MI/MNs  was  inappropriate.    Because  several  counties  operated 
their  own  health  plans  and  part  of  the  enrollment  function  involves 
presenting  the  options  available,  it  was  felt  that  a  conflict  of  interest 
could  exist.    Enrollment,  therefore,  became  an  Administrator  function.    As  a 
result,  county  responsibility  for  the  eligibility  and  enrollment  process 
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ends  when  the  determination  of  eligibility  has  been  made  and  reported.  This 
has  resulted  in  a  very  complex  process,  shared  by  multiple  organizations,  to 
enroll  an  individual  with  an  AHCCCS  provider. 

MI/MN  Eligibility  Determination  Procedures 

AHCCCS  eligibility  determination  for  MI/MNs  has  involved  a  complex, 
unwieldy  series  of  changing  procedures.    The  complexity  of  the  system 
contributed  to  the  delays  in  timely  completion  of  eligibility  determination 
when  AHCCCS  began.    These  problems  were  compounded  by  frequent  changes  in 
procedures,  which  have  included  both  major  changes,  such  as  those  following 
passage  of  SB! 279,  and  minor  modifications  implemented  on  an  ongoing  basis. 
In  part,  the  design  of  the  system  seems  driven  by  the  state 8 s  perception 
that  the  counties  need  to  have  controls  placed  on  them.    An  apparent 
historical  mistrust  between  the  state  and  the  counties  has  led  to  a  belief 
that  the  counties  may  not  adhere  to  AHCCCS  guidelines  or  fulfill  their 
responsibilities  in  a  timely  manner. 

This  section  describes  the  procedures  followed  by  counties  in  making 
eligibility  determination.    The  forms  required  and  three  sets  of  procedures 
for  eligibility  determination  are  described.    These  are  the  procedures  for 
routine  determinations,  expedited  determinations,  and  redeterminations. 

Required  Forms 

For  every  eligibility  determination  and  redetermination,  a  minimum  of 
five  forms  must  be  completed.    More  than  20  additional  forms  may  be  used  by 
the  county  to  request  and  verify  eligibility  information.    One  of  the  most 
frequent  complaints  among  county  eligibility  workers  is  the  extreme 
paperwork  burden  created  by  AHCCCS.    The  counties  find  the  eligibility 
paperwork  requirements  particularly  burdensome  because  they  consider  the 
forms  to  be  poorly  designed,  redundant,  and  often  inappropriate  to  the 
population. 
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The  basic  forms  that  must  be  completed  as  part  of  any  eligibility 
determination  are: 

.    "Application  Part  I,"  a  one-page  form  that  provides  basic 

demographic  and  identifying  information  on  the  applicant  and  other 
household  members  (Exhibit  XIV-2). 

.  "Application  Part  II,"  an  eight-page  form  used  for  documenting 
residence,  income,  assets,  and  expenses  (including  medical)  to 
determine  whether  eligibility  criteria  are  met  (Exhibit  XIV-3). 

.    "Important  Information  Notice,"  a  one-page  document  that  informs 
applicants  of  rights  and  responsibilities  under  AHCCCS.    This  must 
be  signed  by  applicants  or  their  representatives  and  the  eligibility 
worker  (Exhibit  XIY-4). 

.    "Changes  You  Must  Report  to  the  County,"  a  one-page  document  that 
designates  requirements  for  informing  the  counties  of  changes  that 
may  affect  AHCCCS  eligibility.    This  is  also  signed  by  the  applicant 
and  the  eligibility  worker  (Exhibit  XIV-5). 

"Notice  of  Action,"  a  one-page  form  that  informs  applicants  of  the 
disposition  of  their  case  and,  if  approved,  of  their  eligibility 
category  and  date  of  expiration  of  benefits  (Exhibit  XIV-6). 

To  the  extent  possible,  applicants  are  expected  to  complete 
"Application  Part  I"  and  "Application  Part  II"  independently.  Eligibility 
workers  are  required  to  assist  those  unable  to  complete  the  forms.    Part  I 
initiates  the  application  process  and  may  be  submitted  to  a  county 
eligibility  office  at  any  time.    Part  II  of  the  application  is  completed 
prior  to  or  during  the  course  of  the  face-to-face  interview  that  is  required 
for  all  eligibility  determinations.    Part  II  will  also  be  used  by  the 
eligibility  worker  to  document  the  verification  and  calculate  assets  and 
income. 


"Important  Information  Notice"  and  "Changes  You  Must  Report  to  the 

County"  are  read  and  signed  during  the  face-to-face  interview.    "Notice  of 

Action"  is  completed  by  the  eligibility  worker  at  the  time  of  the  final 
determination. 


"Application  Part  I"  is  the  only  document  submitted  to  AHCCCS.  It  is 
submitted  each  time  a  determination  or  redetermination  is  made  and  enables 
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EXHIBIT 


XIV-4 


ARIZONA  DEPARTMENT  OF  HEALTH  SERVICES 
ARIZONA  HEALTH  CARE  COST  CONTAINMENT  SYSTEM 

IMPORTANT  INFORMATION  NOTICE 


CASf  NUMSliT 


Below  is  information  about  the  AHCCCS  Program.  Please  read 
this  information  carefully. 


I  UNDERSTAND: 

1.  It  is  fraud  if  I  knowingly  misrepresent  my  circumstances  with  the  intent  to  receive  benefits  I  am  not  otherwise 
entitled  to,  and  I  will  be  required  to  repay  the  cost  of  medical  care  fraudulently  received  and  I  may  be  subject 
to  criminal  prosecution. 

2.  That  information  contained  in  my  case  record  is  treated  as  CONFIDENTIAL  and  that  such  information  may  be 
given  only  to  certain  parties  under  certain  circumstances  as  provided  for  by  law  and  regulation. 

3.  That  I  have  a  right  to  request  a  FAIR  HEARING  when: 

a.  My  right  to  apply  for  assistance  has  been  denied. 

b.  My  application  is  denied  in  whole  or  in  part. 

c.  Action  on  my  application  has  not  been  taken  by  the  county  within  30  days  of  the  date  of  my  application,  when 
I  have  provided  all  necessary  documents. 

d.  My  AHCCCS  coverage  is  suspended,  terminated,  modified  or  otherwise  withheld  (1)  when  such  action  has 
occurred  as  a  result  of  an  eligibility  determination  based  on  facts,  or  (2)  when  such  action  has  occurred  as  a 
result  of  judgment  as  applied  to  individual  circumstances. 

4.  No  person  shall,  on  the  ground  of  race,  color,  creed,  sex,  age,  handicap,  national  origin  or  political  belief, 
be  excluded  from  participation  in,  be  denied  the  benefits  of.  or  be  subjected  to  discrimination  under  this  program. 

5.  That  I  will  be  requested  to  provide  a  SOCIAL  SECURITY  NUMBER  for  myself  and  for  each  person  applying  for 
AHCCCS  coverage.  If  any  of  us  do  not  have  an  SSN.  we  will  initiate  application  for  a  number.  SSNs  will  be  used 
for  purpose  of  identification  and  for  securing  and  verifying  information  necessary  to  determine  eligibility. 

6.  That  I  will  be  required  to  provide  documents  (for  example:  birth  certificates,  bank  books,  car  registration,  pay 
stubs,  ownership  documents  to  land  or  home,  rent  or  mortgage  receipts,  utility  bills,  etc.)  and/or  information 
requested  by  the  county  so  they  can  determine  my  eligibility  for  benefits. 

7.  That  if  I  don't  provide  the  necessary  documents  and  information  my  application  may  be  delayed  or  denied.  That 
I  should  bring  this  documentation  with  me  to  the  interview. 

a.  That  I  agree  to  furnish  additional  information  upon  request  and  advise  within  10  days  of  any  change  in 
income,  assets,  dependents,  residence  or  medical  expense  incurred. 

b.  That  I  am  responsible  for  renewing  my  eligibility  application  before  expiration  and  failure  to  do  so  may  result 
in  my  forfeiture  of  eligible  status  under  AHCCCS. 

c.  If  I  am  determined  eligible.  I  will  apply  for  and  utilize  any  health  care  or  accident  insurance  benefits  I  am 
entitled  to  and  do  hereby  assign  payment  for  any  such  health  care  benefits  available  to  the  AHCCCS  Program 
or  its  contractors. 


I  have  read  and  understand  (or  the  worker  has  read  to  me  and  explained)  the  statements  above. 
I  have  received  a  copy  of  this  notice,  which  also  serves  as  confirmation  that  a  representative  of  the 
county  has  received  my  application  for  AHCCCS  benefits  as  of  this  date. 
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EXHIBIT 


XIV-5 


ARIZONA  DEPARTMENT  Of  HEALTH  SERVICES 
ARIZONA  HEALTH  CARE  COST  CONTAINMENT  SYSTEM 


CHANGES  YOU  MUST  REPORT 
TO  THE  COUNTY 


Case  numse* 


Standards  for  participation  in  the  AHCCCS  Program  are  the  same  for  everyone  without  regard  to  race,  color, 
religious  creed,  national  origin  or  political  beliefs. 

AHCCCS  ELIGIBILITY 

YOU  MUST  REPORT  TO: 
WHEN: 


Maricopa  Medical  Center 
-S801  Easf  Basse*/'  * 


phoenix,  Arizona  35Q08 

•  You  change  your  residence  from  one  place  to  another. 

•  You  change  your  mailing  address. 

•  Anyone  moves  in  or  out  of  your  residence. 

•  You  move  in  or  out  of  another  person's  residence  (house,  trailer,  apartment). 

•  You.  or  any  member  in  your  household,  go  to  work.  WHEN?  WHERE?  HOW  MUCH  PAID  BEFORE 
TAXES?  HOW  PAID? 

®  You,  or  any  member  in  your  household,  quit,  get  laid-off  or  are  discharged  from  a  job.  WHEN? 
WHERE?  WHY? 

•  You,  or  any  member  in  your  household,  marry  or  remarry. 

•  You,  or  any  member  in  your  household,  separate  or  obtain  a  divorce. 

•  Money,  goods  or  benefits  are  received  by  you,  by  members  of  your  household,  or  by  someone  in 
behalf  of  you  or  members  of  your  household: 

— Welfare 

— Child  support,  alimony,  household  payments,  bills  or  other  obligations  paid  either  partially  or  totally 

—Gifts 

— Insurance 

— Social  Security,  Supplemental  Security  Income,  pensions,  or  veterans  rights 
— Industrial  Compensation  or  Unemployment  Insurance 
— Training  programs 

—Land  leases,  royalties,  easements,  sale  of  livestock  and  property  transfers 
— Anything  sold,  traded  or  rented 

— Household  payments  (mortgage,  rent,  utilities)  made  by  relatives  or  friends 
— Any  other  support,  gift,  payment  or  benefits  not  listed  above. 

CHANGES  MUST  BE  REPORTED  WITHIN  10  DAYS. 

I  UNDERSTAND  THAT  IT  IS  MY  RESPONSIBILITY  TO  REPORT  IMMEDIATELY  to  my  eligibility  case  worker 
at  the  county  accurately  and  timely,  information  concerning  changes  in  income,  resources,  living  arrange- 
ments or  other  circumstances  which  may  affect  eligibility  for  the  AHCCCS  Program.  I  further  understand 
that  a  failure  to  notify  the  county  may  constitute  willful  withholding  of  such  information  and  permit  the 
county  to  recover  any  overpayment  caused  by  this  withholding.  I  understand  that  I  may  request  a  hearing 
on  any  action  taken  with  which  I  disagree. 
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the  member  to  enter  the  AHCCCS  system  so  that  he/she  can  be  enrolled  with  a 
plan.    "Application  Part  II"  is  retained  by  the  county  eligibility  office 
and  is  intended  to  be  used  by  AHCCCS  only  for  audit  purposes.    (As  discussed 
earlier  in  this  chapter,  audits  have  not  yet  been  performed.)    The  remaining 
three  forms  go  the  applicant. 

The  extensive  paperwork  required  for  eligibility  determination  appears 
designed  to  impose  standardization  on  the  procedures  followed  by  the 
counties.    The  formal  paperwork  and  documentation  required  is  more  extensive 
than  that  formerly  used  under  the  county  systems.    Despite  the  extensive 
documentation  required,  many  counties  say  they  were  actually  able  to  conduct 
more  thorough  investigations  under  their  old  systems  because  they  were  not 
so  encumbered  by  reporting  responsibilities.    Maricopa  County ,  in  contrast, 
had  adopted  a  declaratory  procedure  for  eligibility  determination.  They 
found  this  to  be  the  most  cost-effective  method  for  processing  a  large 
volume  of  cases  in  a  timely  manner.    Verification  and  documentation  were 
performed  for  20%  of  the  cases,  and  in  only  2%  of  these  was  the  original 
determination  revised.    In  addition,  the  vagueness  of  some  eligibility 
regulations  and  difficulties  in  obtaining  information  from  AHCCCS  and  MSGI 
have  meant  that  counties  have  had  to  develop  their  own  interpretation  of 
rules  and  regulations.    Therefore,  despite  attempts  to  standardize,  the  goal 
of  consistent,  statewide  application  of  eligibility  criteria  does  not  appear 
to  have  been  achieved. 

Routine  Procedures 

This  subsection  describes  the  eligibility  determination  and 
redetermination  procedures  followed  by  the  counties  in  routine  cases  prior 
to  May  1984.    In  emergency  cases,  the  counties  are  permitted  to  use 
expedited  procedures.    These  are  discussed  in  the  following  subsection. 
Although  the  basic  procedures  were  unaltered  by  the  latest  round  of 
legislation,  the  "auto  assign"  provision  has  changed  the  way  in  which  the 
counties  report  their  final  determination  to  AHCCCS. 
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Completing  the  Application 


The  application  process  begins  with  the  receipt  of  Part  I  (Exhibit 
XIV-2)  by  the  county  eligibility  office.    Part  I  can  be  delivered  in  person 
or  by  mail.    Each  of  the  counties  operates  a  central  eligibility  office,  and 
most  have  one  or  more  satellite  or  outlying  offices.    As  of  March  1984, 
Maricopa  County  operated  25  eligibility  sites.    Throughout  the  state,  there 
were  88  sites  open  full  or  part  time.    Outlying  offices  in  rural  areas  may 
be  staffed  as  infrequently  as  once  a  month,  or  a  worker  may  come  only  when 
called.    In  most  areas,  offices  are  open  only  during  normal  business  hours, 
Monday  through  Friday.    Offices  in  Maricopa  and  Pima  Counties  have  weekend 
hours.    In  Maricopa  County,  offices  are  open  7  days  a  week  and  several  have 
evening  hours. 

During  the  first  year  of  AHCCCS,  coverage  of  emergency  services  began 
when  the  Part  I  form  was  received  by  the  county.    However,  the  changes 
enacted  under  SB1279  (described  above  in  the  Administrator  section)  changed 
the  time  of  commencement  of  coverage  to  the  date  of  final  determination. 
The  counties  are  now  required  to  complete  the  eligibility  determination 
within  30  days  of  the  receipt  of  Part  I.    However,  in  the  absence  of  audits 
of  county  performance,  no  sanctions  are  applied  for  the  failure  to  complete 
the  determination  on  time. 

Part  II  of  the  application  (Exhibit  XIV-3)  is  completed  or  reviewed 
during  the  course  of  the  face-to-face  interview  that  AHCCCS  regulations 
require  between  the  applicant  (or  his/her  representative)  and  the  county 
eligibility  worker.    Failure  to  complete  the  face-to- face  interview  is 
considered  grounds  for  denying  an  application.    Applicants  may  fail  to 
complete  the  interview  if  they  do  not  appear  for  an  appointment  or  if  they 
refuse  to  cooperate  with  the  required  documentation  of  information.    At  the 
face-to- face  interview,  applicants  are  to  bring  documentation  of  the 
information  required  for  completion  of  Part  II  or  authorize  release  of 
necessary  information  that  will  enable  the  eligibility  worker  to  complete 
the  verification  process.    When  Part  II  has  been  completed,  the  applicant 
must  sign  a  "Statement  of  Truth"  on  the  back  of  the  form.    This  attests  to 
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the  accuracy  of  the  information  provided  if  external  documentation  is  not 
available. 

When  the  necessary  verification  of  information  on  the  Part  II  form  has 
been  completed,  the  eligibility  worker  makes  the  eligibility  determination. 
If  the  applicant  is  able  to  provide  complete  documentation  at  the  time  of 
the  face-to-face  interview,  determination  is  made  immediately,  the  "Notice 
of  Action"  form  is  completed,  and  the  applicant  is  informed  of  the  decision 
(and  referred  to  enrollment  if  eligible).    When  this  cannot  be  done,  the 
"Notice  of  Action"  is  sent  by  mail.    The  applicant  obtains  coverage  for  all 
AHCCCS  services  as  of  the  date  he/she  was  determined  to  be  eligible. 

Processing  Time 

Processing  an  application  can  be  extremely  time-consuming.    During  the 
first  year  of  AHCCCS,  the  average  case  could  require  several  hours  for 
completion  of  the  face-to- face  interview  and  paperwork.    The  long  time 
required  was  due  to  the  complexity  of  the  guidelines  for  calculating  income 
and  assets,  and  unfamil iarity  with  the  system.    The  counties  also  cite  other 
contributing  factors:    the  lack  of  lead  time  between  development  of  the 
eligibility  manuals  and  program  implementation  (the  manuals  were  not 
available  until  September  1982)  and  limited  training  and  poor  technical 
assistance  from  MSGI.    As  a  result  of  greater  experience  with  the  forms  and 
procedures,  as  well  as  the  simplification  of  income  and  asset  calculations 
following  SB1279,  most  counties  have  been  able  to  decrease  their  processing 
time  substantially.    Counties  now  report  average  times  ranging  from  45 
minutes  to  4-1/2  hours. 

Reporting  the  Determination 

The  eligibility  determination  process  is  completed  by  transmitting 
Part  I  of  the  application  to  the  Administrator.    The  counties  mail  a  hard 
copy  of  the  form  to  Phoenix,  where  data  are  keyed  into  the  system.  For 
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routine  cases,  the  counties  must  send  the  Part  I  form  within  3  working 
days.    This  requirement  is  used  to  ensure  that  eligibility  information  on 
member  files  is  current,  in  order  to  avoid  the  situation  where  enrollment 
information  has  been  entered  into  the  system  but  eligibility  information  has 
not. 

The  use  of  hard  copy  to  transmit  eligibility  information  is  a 
cumbersome,  expensive  process  that  increases  the  likelihood  of  errors  in  the 
member  files  and  of  delays  in  updating  the  system.    With  the  exception  of 
Maricopa  County,  however,  the  counties  are  not  prepared  to  automate  their 
eligibility  systems.    Even  though  Maricopa  County  uses  a  fully  automated 
system,  the  efficiency  of  transmitting  eligibility  information  has  not  been 
substantially  improved.    Maricopa  County  was  prepared  to  transmit 
eligibility  tapes  daily,  but  was  directed  by  AHCCCS  to  make  weekly 
transmittals  because  more  frequent  reporting  would  be  too  great  a  burden  on 
AHCCCS.    As  a  result,  it  may  take  longer  for  the  member  files  to  reflect  an 
eligible  person  from  Maricopa  County  than  from  a  county  submitting  hard 
copy.    Because  of  the  increase  in  the  eligibility/enrollment  lag  that  this 
imposes,  Maricopa  County  feels  that  it  is  being  penalized  for  using  a  system 
that  should  be  more  efficient.    Maricopa  officials  contend  that  weekly 
reporting  increases  the  likelihood  of  confusion  regarding  the  eligibility 
and  enrollment  status  of  applicants.    In  addition,  they  say  that,  because  of 
the  delay,  some  of  their  redeterminations  will  not  appear  on  the  plan 
rosters  early  enough  and  the  member  will  be  disenrolled.    The  person  will 
then  be  treated  as  if  his/her  eligibility  had  lapsed  and  the  county  will  be 
required  to  complete  an  initial  application  again. 

When  the  counties  transmit  the  Part  I  form,  they  do  not  receive 
confirmation  documents  permitting  them  to  compare  information  in  the  member 
files  with  their  own.    The  counties  claim  that  the  Administrator  may  reject 
a  case,  yet  never  notify  them  of  the  rejection  or  what  caused  it.    The  use 
of  hard  copy  that  must  be  manually  transcribed  and  the  participation  of 
multiple  parties  in  the  el igibil ity /enrollment  process  increase  the 
likelihood  that  an  error  may  occur.    The  absence  of  feedback  loops  between 
the  counties,  the  Administrator,  and  the  plans  during  this  process  means 
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that  errors  may  not  surface  until  the  person  seeks  care  from  a  provider  and 
is  denied. 

Expedited  Procedures 

Beginning  in  October  1983,  expedited  procedures  have  been  used  for 
emergency  patients  who  do  not  have  private  insurance  and  are  not  AHCCCS 
members.    When  an  uninsured  person  who  appears  to  be  AHCCCS-el igible 
receives  emergency  treatment,  the  hospital  or  other  provider  will  notify 
county  eligibility  offices  of  the  need  for  an  expedited  application.  This 
notification  initiates  the  application  process  and  substitutes  for  the 
completed  Part  I.    Like  the  regular  application  process,  the  expedited 
process  requires  an  interview  to  complete  Part  II,  but  this  can  be  done 
either  in  person  or  by  telephone.    If  the  applicant  is  incapacitated,  the 
interview  may  be  conducted  with  his/her  representative.  Expedited 
verification  is  completed  during  the  interview.    If  written  documentation  is 
not  yet  available,  it  must  be  requested  before  determination  is  made, 
although  the  decision  can  be  made  before  the  documentation  is  received. 
Eligibility  is  rescinded  should  the  documentation  show  the  applicant  to  be 
ineligible.    Determination  follows  the  same  guidelines  as  those  used  in 
routine  cases.    In  expedited  cases,  all  counties  must  transmit  a  completed 
Part  I  form  to  the  Administrator  by  the  end  of  the  next  working  day 
following  determination. 

The  expedited  determination  process  was  instituted  in  response  to 
changes  in  the  date  on  which  an  applicant  becomes  eligible  for  AHCCCS 
coverage  caused  when  SB1279  went  into  effect  in  October  1983.    Under  SB1279, 
coverage  for  all  AHCCCS  services  begins  on  the  date  eligibility  is 
determined.    AHCCCS  retroactive  coverage  of  emergency  services  begins  5  days 
prior  to  the  date  of  determination.    Before  SB1279,  coverage  for  emergency 
services  began  30  days  before  the  application  date,  regardless  of  the  date 
of  determination.    If  expedited  procedures  were  not  permitted,  the  counties 
would  have  substantially  greater  liability  for  MI/MN  eligibles  who  do  not 
apply  for  AHCCCS  coverage  until  an  emergency  arises. 

XIV-42 


Using  the  expedited  procedure,  the  counties  say  that  they  are  generally 
able  to  avoid  liability  by  making  the  determination  within  5  days.  Most 
counties  estimate  that  they  are  able  to  make  determinations  in  expedited 
cases  within  an  average  of  3  days.    Pima  County,  however,  reported  more 
difficulty  with  expedited  cases,  estimating  that  in  March  1984  only  55%  of 
their  expedited  cases  were  completed  within  5  days. 

Although  hospitals  are  required  to  notify  counties  of  an  emergency 
visit  or  admission  within  12  hours,  there  was  no  mechanism  to  enforce  this 
requirement  until  the  May  1984  legislation.  Before  then,  even  in  cases 
where  notification  by  hospitals  was  delayed,  counties  retained  liability  for 
the  cost  of  any  care  delivered  prior  to  5  days  before  the  determination 
date.  The  May  1984  legislation  specified  that  if  the  hospital  did  not 
notify  the  county  within  12  hours,  the  hospital  would  be  liable  for  all 
expenses  until  notification  was  made. 

Redetermination 

MI/MN  enrollees  must  have  their  eligibility  redetermined  at  least  once 
every  6  months.    The  "Notice  of  Action"  given  to  the  applicant  at  the  time 
eligibility  is  determined  shows  the  date  on  which  eligibility  expires.  The 
AHCCCS  member  must  initiate  the  redetermination  process  at  least  30  days 
prior  to  the  date  of  expiration  of  eligibility.    The  county  must  complete 
redetermination  by  the  tenth  day  of  the  month  in  which  eligibility  expires. 
If  the  member  does  not  initiate  the  redetermination  process,  his/her 
eligibility  for  AHCCCS  lapses.    Redetermination  follows  the  same  procedures 
used  in  the  routine  determination  process,  including  the  face- to- face 
interview,  documentation,  and  verification.    Thus,  the  processing  time  for 
redeterminations  may  be  only  slightly  less  than  that  for  original 
applications.    Under  the  pre-AHCCCS  county  systems,  many  counties  used 
streamlined  or  declaratory  procedures  for  redeterminations  in  order  to 
reduce  their  workload. 
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It  is  in  the  interest  of  both  the  counties  and  the  plans  to  ensure  that 
enrollment  is  continuous.    To  facilitate  this,  some  counties  and  some  plans 
mail  reminder  letters  to  members.    These  letters  can  cause  confusion  if  a 
plan  mails  a  letter  to  a  member  who  has  already  completed  redetermination. 

The  counties  do  not  have  data  on  how  many  eligible  MI/MN  members  allow 
their  eligibility  to  lapse  at  the  time  of  redetermination.    Some  counties 
feel  that  a  significant  number  are  eligible  but  do  not  reapply  and  do  not 
receive  continuous  coverage;  they  continue  to  obtain  care  in  emergencies 
only. 

Implementation  of  Eligibility  Determination  by  the  Counties 

With  the  exception  of  La  Paz  County,  which  did  not  exist  before  AHCCCS, 
all  of  Arizona's  counties  had  operating  indigent  health  care  eligibility 
determination  systems.    Before  AHCCCS,  however,  few  were  prepared  for  the 
substantial  changes  that  participation  in  AHCCCS  has  required.  Whereas 
counties  may  have  begun  AHCCCS  with  eligibility  systems  that  were 
substantially  the  same  as  those  used  before,  increasingly  they  have  had  to 
alter  the  way  they  operate  to  meet  the  demands  of  the  program. 

The  counties  have  said  that  they  are  overwhelmed  by  the  sheer  volume  of 
cases  (the  volume  of  applications  and  redeterminations  processed  by  the 
counties  has  been  estimated  at  more  than  85,000  per  year),  the  complexity  of 
procedures,  confusion  about  guidelines,  and  the  continual  changes.  In 
addition,  the  compressed  start-up  time  for  AHCCCS  and  the  ongoing 
implementation  of  policy  changes  with  little  lead  time  have  made  it 
difficult  for  the  counties  to  respond  proactively.    As  a  result,  they  tend 
to  perceive  themselves  as  victims  of  AHCCCS.    The  exception  to  this  is 
Maricopa  County,  where  eligibility  determination  was  identified  as  an 
important  part  of  the  county's  strategy  in  responding  to  AHCCCS. 
Eligibility  determination  was  moved  to  a  different  department  in  the  county 
administration,  enabling  Maricopa  County  to  develop  a  new  eligibility 
program  designed  to  meet  the  requirements  of  AHCCCS,  rather  than  attempt  to 
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modify  the  old  county  system.    In  other  counties,  changes  have  been  made  in 
a  piecemeal  fashion. 

In  this  subsection,  the  county  role  in  eligibility  determination  is 
discussed  in  terms  of  the  costs  of  eligibility  and  the  time  required  to 
complete  the  process.    County  efforts  in  three  specific  areas  are  also 
reviewed:    outreach,  eligibility  determination  for  Native  Americans,  and  the 
interaction  between  eligibility  and  enrollment. 

Costs  of  Eligibility  Determination 

Eligibility  determination  has  become  an  extremely  expensive 
responsibility  for  the  counties  and,  because  it  is  not  attached  to  AHCCCS, 
represents  a  significant  unaccounted  cost  of  operating  the  program.  The 
estimated  cost  of  eligibility  determination  to  the  counties,  based  on  a 
survey  of  the  counties  conducted  in  March  and  April  1984  by  the  state  AHCCCS 
Division,  is  over  $3.9  million  per  year. 

When  the  counties  were  given  the  responsibility  for  eligibility 
determination,  none  anticipated  how  costly  this  function  would  be.    A  survey 
of  pre-  and  post-AHCCCS  county  expenditures  on  indigent  health  care 
conducted  by  the  Arizona  Association  of  Counties  showed  that,  in  every 
county  that  was  able  to  identify  separately  expenditures  on  eligibility 
determination,  the  cost  of  eligibility  determination  increased  after  AHCCCS 
was  implemented  and  has  continued  to  increase  substantially.    Pima  County 
estimates  that  its  eligibility  costs  were  nearly  four  times  as  great  in 
state  fiscal  year  (SFY)  1983-84  (July  1-June  30)  as  in  SFY  1981-82.  Mohave 
County  reported  an  increase  of  only  11%  during  this  time  period.  The 
increase  in  costs  is  explained  primarily  by  major  staffing  increases. 
Discussions  with  county  eligibility  directors  revealed  that  in  nearly  all 
counties  the  number  of  employees  has  at  least  doubled.    Pima  County  has  had 
the  greatest  increase,  with  the  number  of  employees  more  than  tripling.  In 
addition,  counties  have  incurred  increases  in  costs  for  transportation, 
telephones,  and  mail . 
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There  are  several  explanations  for  the  unexpectedly  high  costs  of 
eligibility  determination.    The  bulk  of  the  increase  is  probably  explained 
by  the  large  increase  in  county  caseloads.    The  greater  administrative 
complexity  of  the  procedures,  compared  with  those  used  by  the  counties 
before  AHCCCS,  and  the  demands  created  by  the  expedited  procedure  (and 
shorter  retroactive  coverage)  have  also  contributed  to  the  increased  costs. 
Counties  expect  the  recent  further  reduction  in  retroactive  coverage  to 
increase  the  costs  of  eligibility  determination  again.    The  counties 
consider  this  change  (and  changes  enacted  under  SB1279)  to  be  designed  to 
shift  some  of  the  burden  of  the  cost  of  indigent  health  care  from  AHCCCS 
back  to  the  counties.    The  county  response  has  been  to  attempt  to  beat  the 
state  at  the  cost-shifting  game  by  increasing  their  staffing  for  eligibility 
determination,  which  enables  them  to  pursue  expedited  cases  aggressively. 

The  county  eligibility  workers  are  caught  in  the  middle  of  this 
conflict  over  cost-shifting.    Their  positions  require  that  they  serve  two 
sets  of  demands:    those  of  the  county  Board  of  Supervisors  and  those  of 
AHCCCS.    Although  they  are  paid  by  the  Board  (which  wants  to  maximize  the 
number  of  county  enrol  lees  in  AHCCCS),  they  must  work  under  rules 
established  by  AHCCCS.    To  the  extent  that  these  demands  conflict, 
eligibility  workers  find  themselves  caught  between  competing  interests. 

Time  to  Complete  the  Eligibility  Determination  Process 

Delays  in  the  completion  of  the  eligibility  determination  process  were 
identified  as  a  major  problem  in  the  first  year  of  AHCCCS.  Several 
emergency  measures  were  enacted  because  of  the  large  backlog  of  cases. 
These  were  grandfathering,  oathing,  and  extension  of  redeterminations.  In 
addition,  several  provisions  of  SB! 279  were  designed  to  create  incentives 
for  the  counties  to  complete  eligibility  determination  as  quickly  as 
possible.    AHCCCS  regulations  stipulate  that  counties  must  make  a  final 
determination  within  30  days  of  receipt  of  an  "Application  Part  I." 
However,  sanctions  have  never  been  imposed  for  the  failure  to  do  so. 
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The  length  of  time  from  the  point  of  application  to  the  final 
determination  is  a  function  of  the  waiting  time  for  an  interview  appointment 
(if  an  appointment  is  required),  the  time  required  to  complete  documentation 
and  verification,  and  the  time  required  to  process  paperwork.    Within  a 
county,  there  may  be  substantial  case-to-case  variation,  depending  on  the 
complexity  of  the  case  and  the  extent  of  investigation  necessary.  Although 
most  counties  comply  with  the  30-day  requirement,  some  still  exceed  this 
limit.    For  example,  in  Yavapai,  the  Indigent-care  director  estimates  that 
workers  require  an  average  of  60  days  from  the  time  the  Part  I  form  is 
received  to  complete  the  determination.    In  Pima  County,  the  waiting  time 
for  an  appointment  alone  is  4  to  6  weeks;  in  other  counties,  waiting  time  is 
1  to  4  weeks. 

The  counties  acknowledge  the  substantial  delays  in  completing 
eligibility  determination  during  the  first  year  of  the  program.  They 
attribute  these  to  the  absence  of  county  contribution  to  the  design  of  the 
procedures,  the  complexity  of  procedures,  lack  of  training  and  technical 
assistance,  the  constant  flux  in  regulations,  and  inadequate  time  to  process 
cases  before  the  program  began.    Although  they  continue  to  object  to  the 
procedures  required,  most  feel  that  they  now  have  control  of  their  duties. 
They  attribute  ongoing  delays  in  completing  the  eligibility  and  enrollment 
process  to  systems  problems  that  occur  after  the  eligibility  determination 
has  been  completed. 

Outreach  Activities 

With  the  exception  of  Maricopa  County,  county  eligibility  offices  have 
made  few  efforts  to  increase  the  number  of  eligible  people  applying  for 
AHCCCS.    Counties  indicated  that  they  would  like  to  organize  outreach 
activities,  but  the  demands  created  by  their  current  caseloads  and  the 
increased  paperwork  of  AHCCCS  already  overburden  their  staffs.    At  the  same 
time,  the  number  of  MI/MN  certified  eligibles  is  greater  than  the  number 
receiving  county  care  before  AHCCCS  (Table  XIV-3). 
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Two  explanations  have  been  offered  for  the  increase  in  the 
participation  rate  for  the  counties  for  which  data  were  available.    One  is 
publicity:    as  a  result  of  advertising  campaigns  conducted  by  the  plans  and 
by  the  program  itself,  AHCCCS  is  very  visible.    In  addition,  AHCCCS  may  have 
less  of  a  stigma  than  the  previous  county  systems. 

County  opinion  varies  as  to  whether  most  of  the  potential  MI/MN 
population  has  now  been  reached.    Some  feel  that  the  numbers  they  are  seeing 
so  far  exceed  their  pre-AHCCCS  caseload  that  they  must  be  nearing  a 
saturation  point.    If  the  number  actually  certified  eligible  under  AHCCCS  is 
compared  with  the  expected  number  of  MI/MN  enrol  lees  projected  by  the 
Arizona  State  Legislature  in  1981  for  the  purpose  of  estimating  the  cost  of 
the  AHCCCS  program,  as  of  May  1984  the  anticipated  enrollment  exceeded  the 
number  of  certified  eligibles  in  seven  counties  (Table  XIV-3).    However,  for 
the  state  as  a  whole,  the  actual  number  of  certified  eligibles  (77,715) 
exceeded  the  projected  number  (61,318). 

The  number  of  expedited  applications  processed  can  serve  as  a  proxy  for 
the  number  of  unreached  cases  and,  therefore,  as  an  indicator  of  whether 
most  of  the  MI/MN  population  has  been  reached.    In  general,  the  counties  do 
not  systematically  collect  data  on  the  number  of  expedited  applications 
received.    Maricopa  County  estimates  that  it  processes  approximately  2,800 
expedited  applications  per  month  (or  40%  of  all  new  applications).  This 
number  has  grown  marginally  over  time.    Pima  County  received  slightly  fewer 
than  600  expedited  applications  in  April  1984  (or  30%  of  all  applications). 
According  to  the  Pima  County  eligibility  administrator,  the  number  of 
expedited  applications  has  grown  substantially  during  the  course  of  the 
AHCCCS  program.    In  both  counties,  the  eligibility  department  attributes 
this  growth  to  increased  awareness  of  AHCCCS  among  hospitals.    In  rural 
counties,  there  are  relatively  few  expedited  applications. 
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Table  XIV-3 


PRE-AHCCCS  NONCATEGORICAL  COUNTY  INDIGENT  HEALTH  CARE  AND 
AHCCCS  MI/MN  CERTIFIED  ELIGIBLES  BY  COUNTY 


Noncategorical  County  Anticipated 

Indigent  Health  Care      MI/MN  Certified  MI/MM  Enrollment 
Certified  Eligibles          Eligibles  in  AHCCCS 

County   (9/81 )  (5/84)  (SFY  1983-84) 


Apache 

384 

661 

230 

Cochise 

2,308* 

3,665 

4,586 

Coconino 

1,603 

1,675 

3,412 

Gila 

765 

2,380 

1,561 

Graham 

197* 

888 

1,547 

Greenlee 

105 

801 

85 

La  Paz 

N/A+ 

479 

N/A 

Maricopa 

N/A** 

41 ,440 

19,926 

Mohave 

979 

2,432 

2,541 

Navajo 

28 

1,527 

2,204 

Pima 

6,402 

12,580 

12,038 

Pinal 

N/A** 

4,549 

3,716 

Santa  Cruz 

15 

1,779 

567 

Yavapai 

N/A** 

1,633 

4,750 

Yuma 

1 ,035 

1,226 

4,155 

Total 

N/A 

77,715 

61,318 

Eligibility  group  is  estimated. 

La  Paz  was  not  incorporated  before  AHCCCS. 

Data  not  available  to  estimate  number  of  certified  eligibles  on  the  basis 
of  el igibil ity. 

Sources:    Arizona  Association  of  Counties;  State  AHCCCS  Division;  and 

"Arizona  Health  Care  Cost  Containment  System— AHCCCS:    A  Statewide 
Approach  to  Cost-Effective  Health  Care  Financing,"  Arizona 
Department  of  Health  Services,  Phoenix,  Arizona,  May  1982,  Table 
12. 
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Native  Americans 


Another  area  in  which  there  has  been  little  activity  is  eligibility 
determination  for  the  Native  American  (in  particular,  on-reservation) 
population.    Prior  to  AHCCCS,  Native  Americans  were  not  a  county  concern 
because  they  were  served  primarily  by  the  Indian  Health  Service  (IHS). 
Under  AHCCCS,  the  counties  have  the  same  responsibility  for  eligibility 
determination  for  MI/MN  Native  Americans  as  for  any  other  group. 

Eligibility  determination  has  been  a  problem  for  those  counties  with 
large  Native  American  populations.    They  had  no  experience  in  this  area,  do 
not  see  it  as  a  county  responsibility,  and  feel  that  the  cultural  and 
language  differences,  as  well  as  the  vast  size  of  the  reservations,  make 
outreach  an  impossible  task.    Most  counties  have  adopted  a  passive  stance, 
making  no  special  effort  to  reach  Native  Americans  but  accepting 
applications  from  those  who  appear  at  county  offices.    Although  IHS  has 
exerted  pressure  to  have  people  certified  for  AHCCCS,  the  only  counties  that 
have  sent  field  Workers  to  the  reservations  have  been  Coconino,  Maricopa, 
and  Mohave.    In  one  county,  where  75%  of  the  population  is  Native  American, 
there  have  been  no  on-reservation  activities,  despite  requests  from  tribal 
leaders,  because  the  indigent-health-care  director  says  the  county  has  no 
sovereignty  on  the  reservation. 

Much  of  the  potential  Native  American  MI/MN  population  is  probably 
unreached.    This  may  create  future  conflicts  over  liability  for  the  cost  of 
care  for  this  population.    IHS  has  announced  that  it  will  enforce  a  policy 
of  refusing  to  pay  for  off-reservation  contract  services  if  there  is  an 
available  third-party  payor.    In  response  to  this  announcement,  fearing  that 
they  might  become  liable  for  bad  debts,  hospitals  in  Coconino  County  have 
begun  calling  the  county  eligibility  office  for  every  admission  of  a  Native 
American.    The  county  says  it  cannot  respond  to  all  these  calls,  yet  it  is 
concerned  that  it  will  be  left  with  the  financial  responsibility.  As 
several  financially  pressed  programs  attempt  to  control  their  expenditures 
by  shifting  costs  to  each  other,  it  appears  that  responsibility  for  paying 
for  Native  Americans  is  one  arena  in  which  this  battle  may  be  fought. 
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El igibil i ty/Enrollment  Interaction 


Prior  to  the  implementation  of  auto  assign  procedures  in  May  1984, 
during  the  face-to-face  interview  MI/MN  applicants  were  informed  that  they 
were  required  to  complete  a  separate  process  to  select  and  be  enrolled  in  a 
plan.    However,  this  notification  sometimes  was  not  sufficient  to  ensure 
that  an  eligible  person  enrolled.    Many  applicants  did  not  understand  that 
they  were  expected  to  enroll  with  a  plan  because,  under  the  county  systems, 
they  needed  only  to  be  declared  eligible  to  receive  services.  Therefore, 
when  applicants  received  the  "Notice  of  Action,"  they  may  have  assumed  that 
no  further  steps  were  necessary.    No  formal  procedures  were  designed  to 
transfer  people  from  the  eligibility  process  to  the  enrollment  process. 
There  was  no  party  with  responsibility  for  an  individual  after  eligibility 
was  determined  but  before  enrollment.    Because  the  county  liability  ends 
with  eligibility  determination,  the  counties  had  no  obligation  or  incentive 
to  follow  up. 

The  likelihood  that  MI/MNs  would  complete  the  enrollment  process  was 
increased  if  the  eligibility  determination  was  made  at  the  time  of  the 
face-to-face  Interview.    On-the-spot  determinations,  however,  were  hampered 
because  of  the  extensive  documentation  required.    If  eligibility  was 
determined  during  the  face-to- face  interview,  it  was  easier  for  eligibility 
workers  to  make  clear  the  need  for  enrollment.    When  eligibility  and 
enrollment  workers  were  collocated,  the  two  steps  could  appear  to  be  part  of 
a  continuous  process  and  enrollment  was  more  likely.    In  some  cases, 
eligibility  workers  say  they  personally  took  applicants  to  the  enrollment 
office  after  the  eligibility  determination  was  made.    This  was  possible  only 
if  eligibility  and  enrollment  offices  were  located  in  the  same  place  and 
were  open  at  the  same  time.    Although  efforts  were  made  to  achieve  this 
situation,  enrollment  offices  generally  operated  shorter  hours;  and,  in 
outlying  areas,  there  may  have  been  no  enrollment  offices  or  they  may  have 
been  staffed  only  on  a  rotating  basis.    Therefore,  it  was  likely  that  there 
was  some  break  in  continuity  in  handling  a  case.    In  some  areas,  informal 
arrangements  evolved  between  eligibility  and  enrollment  workers,  but  for  the 
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most  part,  there  was  little  attempt  at  monitoring  successful  enrollment  of 
el  igibles. 

County  Views  of  Their  Role  in  Eligibility  and  Enrollment 

Many  of  the  problems  experienced  in  AHCCCS  have  been  traced  to  failures 
in  the  eligibility  and  enrollment  functions.    As  a  result,  the  future  of 
AHCCCS  is  often  tied  to  the  resolution  of  these  problems.    In  the  opinion  of 
many  people  at  the  county  level,  the  current  system  is  designed  for 
failure.    The  counties  contend  that,  despite  their  efforts,  they  have  not 
been  permitted  to  provide  input  into  changes  in  the  eligibility 
determination  process.    They  believe  that  problems  in  the  eligibility 
function  have  been  compounded  by  the  lack  of  control  and  participation  in 
decision-making  at  the  county  level.    This  is  a  growing  concern  because  the 
counties  view  many  of  the  changes  in  procedures  as  intended  to  shift 
increasing  financial  liability  to  the  counties.    However,  there  is  no 
general  agreement  among  the  counties  as  to  how  the  eligibility  function 
should  be  handled. 

One  opinion  is  that  the  state  should  take  responsibility  for  all 
eligibility  determinations  and  it  is  unfair  that  this  cost  of  AHCCCS  be 
shifted  to  the  counties.    If  the  state  handled  eligibility,  the  system  could 
be  simplified,  a  coordinated  eligibility  and  enrollment  system  could  be 
developed,  automation  could  be  implemented,  and  consistent  application  of 
eligibility  criteria  would  be  ensured.    However,  those  who  take  this  view 
say  that  the  state  should  have  to  accept  liability  for  the  cost  of  care  for 
AHCCCS  el igibles  for  whom  determination  has  not  been  completed  and  that 
county  workers  should  be  guaranteed  jobs  with  the  state.  • 

A  second  view  is  that  the  counties  should  remain  responsible  for  MI/MN 
eligibility  determination  because  they  have  the  most  experience  with 
eligibility  determination,  are  familiar  with  their  clients,  and  can  perform 
better  than  the  state.    (They  claim  DES  has  a  high  error  rate  for  AFDC 
determination.)    Although  the  current  division  between  eligibility 

XIV-52 


and  enrollment  should  be  retained,  the  counties  should  have  a  greater  voice 
in  establishing  eligibility  criteria  and  procedures.    Some  take  the  position 
a  step  farther  and  say  that  the  counties  should  be  responsible  for  all 
eligibility  determination,  including  categorical  eligibility. 

Finally,  others  suggest  that  the  counties  should  be  responsible  for 
both  eligibility  and  enrollment  so  that  the  gaps  between  these  two  processes 
can  be  filled.    They  say  that  the  overall  cost  would  be  lower,  since  adding 
enrollment  to  their  responsibilities  would  require  only  a  marginal  increase 
in  county  costs. 

The  survey  of  county  expenditures  for  eligibility  determination, 
conducted  in  March  and  April  1984  by  AHCCCS,  indicates  an  ongoing  interest 
in  making  MI/MN  eligibility  determination  a  state-level  function.    Based  on 
the  results  of  the  survey,  the  estimated  annual  cost  to  the  counties  is  $3.9 
million.    Although  the  1984  legislative  changes  do  not  propose  any  shift  in 
the  responsibility  for  this  function,  the  state  is  continuing  to  consider 
whether  it  should  assume  responsibility  for  eligibility  determination. 

In  sum,  the  eligibility  and  enrollment  process  has  probably  been  the 
single  most  frustrating  element  of  the  AHCCCS  program  from  its  inception. 
Many  attempts  have  been  made  to  reduce  the  problems  in  this  area.  Although 
these  efforts  have  paid  off  to  some  degree,  eligibility  and  enrollment  will 
continue  to  be  a  pivotal  factor  in  the  program's  future  success. 

Marketing 

In  this  section,  marketing  activities  in  relation  to  AHCCCS  are 
examined  from  two  perspectives:    marketing  of  the  AHCCCS  program  as  a  whole 
and  marketing  of  individual  plans.    Marketing  of  the  AHCCCS  program  as  a 
whole,  discussed  under  the  subsection  on  outreach,  is  designed  to  inform 
potential  members  about  the  AHCCCS  program.    These  activities  were 
undertaken  by  the  state  AHCCCS  Division  and  the  Administrator.  Individual 
AHCCCS  plans  also  conduct  marketing  efforts  to  encourage  eligible  AHCCCS 
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members  to  select  them.    The  discussion  of  marketing  by  the  plans  focuses  on 
activities  during  the  first  year  of  AHCCCS  and  during  the  open-enrollment 
period  at  the  end  of  the  first  year. 

Outreach 

The  outreach  function  has  been  handled  primarily  by  the  state  AHCCCS 
Division  from  the  beginning  of  the  program.    Although  it  was  originally 
intended  that  the  Administrator  would  gradually  assume  the  major 
responsibility  in  this  area,  that  never  came  to  pass. 

The  basic  outreach  strategy  has  been  to  use  the  media  and  social 
service  agencies  as  vehicles  for  providing  information  to  the  public  about 
AHCCCS.    The  principal  components  of  this  strategy  have  been  workshops  and 
presentations,  printed  material,  television  and  radio,  and  direct  mail. 

Workshops  and  Presentations 

AHCCCS  staff  estimate  that  in  the  first  18  months  of  the  program,  from 
500  to  700  workshops  and  presentations  were  held  for  social  service  agencies 
having  contact  with  potential  AHCCCS  members.    Although  500  is  about  the 
number  of  formally  scheduled  workshops,  the  AHCCCS  staff  probably  held  at 
least  200  more  that  were  conducted  on  a  more  informal  or  ad  hoc  basis.  It 
was  felt  that  these  agencies  could  more  easily  and  economically  spread 
information  about  AHCCCS  to  potential  members  than  could  a  more  direct 
approach.    Sessions  were  aimed  at  generating  a  high  level  of  awareness  and 
understanding  of  the  program  by  those  who  deal  most  frequently  with  the 
indigent  population. 

Additional  workshops  were  held  for  the  open-enrollment  period,  August 
22  through  September  16,  1983.    For  4  to  5  weeks  prior  to  open  enrollment, 
three  people  from  the  state  AHCCCS  office  gave  presentations  throughout  the 
state. 
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Printed  Material 


An  informational  brochure  was  printed  and  placed  in  all  social  service 
offices,  including  eligibility  offices.    Several  hundred  posters  were 
printed  and  placed  around  neighborhoods  and  other  sites  where  they  were 
likely  to  be  seen  by  potential  members.    Additional  posters  were  printed  for 
open  enrollment,  and  an  informational  stuffer  was  prepared  for  insertion  in 
the  regular  program  brochure.    All  materials  were  printed  in  English  and 
Spanish. 

Direct  Mail 

The  Administrator  sent  a  mass  mailing  to  all  categorically  eligible 
individuals  at  the  beginning  of  the  program,  informing  them  of  the  program 
and  instructing  them  to  enroll  in  the  plan  of  their  choice.    Prior  to  open 
enrollment,  two  separate  mailings  were  sent  by  MSGI  to  all  AHCCCS  members. 
The  first  announced  that  open  enrollment  was  coming;  the  second  announced 
that  it  was  commencing  and  included  the  necessary  enrollment  forms. 

Broadcast  Media 

Rather  than  use  paid  advertising,  the  state  relied  on  the  use  of  public 
service  announcements.    Radio  copy  was  sent  to  every  radio  station  in  the 
state.    Bilingual  cassette  messages  (15  seconds  and  30  seconds)  were  taped 
and  sent  to  the  stations.    These  were  played  widely  at  the  outset  of  the 
program. 

A  Phoenix  television  station  donated  studio  time  to  prepare  a  30-second 
bilingual  videotape  describing  the  program.    This  tape  was  then  sent  to 
every  television  station  in  the  state  and  got  very  good  play. 

During  open  enrollment,  public  service  announcement  scripts  were  sent 
to  radio  and  television  stations.    Again,  the  state  received  very  good 
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cooperation  from  the  media.  In  addition,  state  personnel  made  several  guest 
appearances  on  public  affairs  programs. 

Marketing  by  the  Plans  During  the  First  Year 

During  the  implementation  phase  of  the  program,  the  plans  were 
concerned  primarily  with  completing  the  bidding  and  contracting  process, 
getting  their  service  networks  established,  and  getting  their  operating 
structure  in  place.    As  a  consequence,  very  little  attention  was  given  to 
marketing  to  potential  members  during  the  first  year. 

Each  plan  did  prepare,  subject  to  state  approval,  a  brochure  describing 
its  services.    However,  this  was  more  of  an  informational  piece  than  an 
attempt  to  attract  new  members.    In  fact,  publication  of  this  information 
was  a  requirement  of  the  AHCCCS  regulations. 

The  largest  plan,  Arizona  Physicians  IPA,  ran  some  TV  advertisements 
and  purchased  some  billboard  space.    However,  the  other  plans  engaged  in 
little  or  no  marketing. 

During  the  first  year,  there  was  no  requirement  in  the  regulations  that 
marketing  materials,  other  than  the  information  brochure,  be  approved  by  the 
state  or  the  Administrator.    However,  the  state  did  attempt  to  establish 
this  requirement  informally  and  the  plans  generally  complied  with  this 
request. 

Marketing  by  the  Plans  During  Open  Enrollment 

At  the  end  of  the  first  year  of  AHCCCS,  an  open-enrollment  period 
(August  22  through  September  16,  1983)  was  held,  during  which  time  currently 
enrolled  members  were  permitted  to  select  a  new  plan.    The  purpose  of  open 
enrollment  is  to  periodically  permit  members,  including  those  who  originally 
selected  a  plan  but  particularly  those  who  were  automatically  assigned,  to 
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switch  plans.    The  ability  to  switch  plans  enables  members  to  act  on 
dissatisfaction  with  plans  and  encourages  the  plans  to  make  efforts  to 
ensure  patient  satisfaction.    A  specific  open-enrollment  period  is 
designated  to  avoid  the  administrative  chaos  that  would  be  caused  if  members 
were  permitted  to  switch  plans  at  any  time  and  to  provide  plans  with  an 
assurance  of  continuity  in  their  enrollment. 


The  marketing  activities  of  the  plans  during  open  enrollment  were 
subject  to  standards  developed  by  the  state.    These  standards  allowed  a 
significant  amount  of  freedom  to  the  plans  in  implementing  their  marketing 
efforts.    The  principal  restrictions  were: 

.    All  marketing  materials  required  approval  by  state  AHCCCS  prior  to 
their  use.    Materials  included  advertisements  or  other  literature 
used  in  the  media  and  promotional  aids  such  as  posters,  circulars, 
etc. 

.    All  materials  were  required  to  conform  to  customary  "truth  in 

advertising"  standards,  meaning  that  factual  statements  could  not  be 
false  or  misleading,  and  testimonials  had  to  represent  the  genuine 
current  opinion  of  the  author  or  speaker. 

.    Initially,  direct  solicitation  was  to  be  prohibited.    However,  this 
restriction  was  eased  prior  to  the  commencement  of  the 
open-enrollment  period.    The  principal  restriction  on  direct 
solicitation  was  a  prohibition  of  such  activities  within  50  feet  of 
the  enrollment  and  eligibility  sites.    Plans  were  also  required  to 
give  the  state  a  script  of  what  their  workers  would  say  in  the 
sol i citation. 

.    Plans  were  not  permitted  to  offer  inducements  of  any  kind  to 
prospective  members. 

See  Exhibits  XIV-7  and  XIV-8  for  greater  detail  on  the  marketing  guidelines. 


From  the  start  of  the  open-enrollment  period,  the  plans  marketed  with 
great  vigor.    All  plans  engaged  in  some  form  of  promotion,  including  use  of 
printed  material,  television,  public  meetings,  cookouts,  and  other  methods. 
The  state  was  deluged  with  copy  to  review  and  approve.    Many  revisions  of 
material  were  made  at  the  request  of  the  state,  primarily  to  correct  factual 
information.    Plans  were  generally  cooperative  in  making  the  requested 
changes. 
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EXHIBIT 
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ACCESS  MARKETING  AND  ADVERTISING  STANDARDS 


These  standards  apply  to  all  marketing  materials  distributed  by  ACCESS  provider 
contractors,  and  supersede  any  previous  communications  or  guidelines  regarding  ACCESS 
marketing. 

1.  "Marketing  materals"  include  published  advertisements  or  other  descriptive 
literature  used  in  newspapers,  magazines,  on  radio  and  television,  or  on  billboards,  as 
well  as  promotional  aids  including  (but  not  limited  to)  posters,  ciculars,  brochures, 
pamphlets,  illustrations  and  similar  displays.  All  materials  must  receive  ACCESS 
approval  prior  to  their  use. 

2.  Factual  statements  must  be  true  and  accurate.  The  state  may  request 
documentation  for  any  statements  or  claims  in  marketing  materials. 

3.  Words,  phrases  or  illustrations  may  not  be  used  in  a  misleading  or  deceptive  manner. 

4.  Testimonials  must  be  genuine  and  represent  the  current  opinion  of  the  author  or 
speaker. 

5.  Marketing  materials  which  are  distributed  beyond  the  boundaries  of  a  provider's 
service  area  must  specify  the  service  area  limits. 

6.  In  cases  where  marketing  materials  are  revised  and  both  the  provider  and  the  state 
agree  to  the  changes,  materials  will  not  be  changed  further  without  the  state's 
consent. 

7.  Providers  must  file  with  the  ACCESS  Division  two  finished  copies  of  each  marketing 
product  as  it  appeared  in  print  or  on  the  air,  with  a  brief  note  explaining  how  it  was 
'ised.  (For  electronic  media,  a  written  copy  of  the  script  is  sufficient.) 


NOTE:    Once  members  are  enrolled  in  your  plan,  a  translation  of  information  is  required 
when  200  members  or  5  percent,  whichever  is  more,  are  non-English  speaking. 
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EXHIBIT  XIV-8 

ARIZONA  DEPARTMENT  OF  HEALTH  SERVICES 

Arizona  Health  Care  Cost  Containment  System 


BRUCE  BABBITT,  I 

Donald  B.  Mathis,  Director 


August  1, 1983 


Dear  ACCESS  Provider: 

A  July  22  mailing  from  ACCESS  to  all  bidders  mentioned  new  ACCESS  marketing  and 
advertising  standards;  however,  these  were  inadvertently  not  enclosed.  Here  they  are. 
These  new  standards  supersede  all  previous  standards. 

The  same  mailing  from  ACCESS  to  all  bidders  also  contained  guidelines  for  marketing 
and  the  statement  was  made  that  "there  will  be  no  direct  soliciting  by  ACCESS  haabth 
plans."  This  policy  has  been  made  less  restrictive. 

Providers  with  contract  awards  will  now  be  allowed  to  directly  contact  ACCESS 
members  or  potential  members.  Direct  solicitation  -  i.e.,  personal  visits,  phone  calls, 
will  be  permitted.  However,  no  inducements  of  any  kind  may  be  used.  (i.e.  toasters, 
cash,  prizes,  etc.) 

Providers  must  file  with  the  ACCESS  Division  a  written  copy  of  what  they  tell  people 
when  soliciting,  and  must  sign  a  statement  certifying  that  their  solicitation  will  not 
violate  ACCESS  marketing  guidelines  or  generally  accepted  "truth-in  advertising" 
principles.  A  copy  of  the  certification  statement  is  enclosed.  In  addition,  providers  must 
specify  in  writing  to  ACCESS  when,  where,  and  how  marketing  will  be  conducted. 

Sincerely, 

f  James  Matthews 
\_p4puty  Director 

JM:RW:ea 


The  Department  of  Health  Service*  is  An  Equal  Opportunity  Affirmative  Action  Employer.  Alt  qualified  men  and 
women,  including  the  handicapped,  art  encouraged  to  participate. 


Phoenix,  Arizona  &5007 


Corporation  Commission  Building 


1200  Writ  Washington,  Room  224 
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EXHIBIT     XIV-8  (Concluded)  fr^ff  ^  >  '  ^3 

INFORMATION  FOR  ACCESS  PLANS 

mom 

MARKETING  DURING  OPEN  ENROLLMENT: 
August  22  through  September  16,  1983 


Open  enrollment  will  be  from  August  22  through  September  16. 

9  "Plan-sheet"-- information  -must"  be~ submitted  ~  to  Bob  Snyder,"  MCAUTO  Provider 

Relations  (264-1811)  by  July  27  for  Pima  and  Pinal  counties  and  by  August  3  for  all 
other  counties.  (Form  attached.) 

Plan  sheet  information  must  be  supported  by  signed  subcontracts. 

Every  physician's  degree  (M.D.  or  D.O.)  and  primary  care  specialty  (OBGYN,  internal—, 
medicine,  family  practice,  general  practice,  pediatrician)  will  delisted  after(''nlsj 
name.  ^ — 


Please  list  this  inf or  matin  in  the  following  orders 

List  towns  served  in  alphabetical,  order. 
List  doctors  alphabetically  within  a  town. 

List  doctors  alphabetically  within  zip  codes  in  Phoenix  and  Tucson. 
ACCESS  direct  mailing  #2. 

All  plans  may  insert  one  "stuffer"  into  our  second  letter  to  members  which  will  be 
mailed  August  19.  Your  insert  may  be  one  8  1/2x11  sheet,  folded  any  way. 

Your  copy  for  this  stuffer  must  be  submitted  to  Randy  Weiss  or  Bernie  Madura  no 
later  than  July  28  for  approval.  When  we  phone  our  approval  to  you,  we  will  tell  you 
the  quantity  you  need  to  print. 

Your  stuffer  must  be  delivered  to:  PMS,  2269  West  Desert  Cove,  Phoenix,  AZ. 

Plans  will  be  permitted  to  do  independent  direct  mailings  to  members.  MCAUTO 
will  produce  the  labels  and  make  them  available  to  mail  houses  with  which  they  have 
confidentiality  agreement?  By  next  week,  we  should  know  which  mail  houses  we  will 
use  for  this  project.  Plans  must  pay  for  the  labels  and  the  mailing. 

Plans  may  distribute  posters  and  brochures  through  MCAUTO  to  enrollment  offices. 
MCAUTO  will  soon  designate  a  location  in  each  county  where  plans  may  deliver  this 
materiaL  Plan  representatives  are  not  permitted  near  enrollment  or  eligibility 
offices. 


Plans  may  hold  public  meetings  to  speak  to  members.  You  must  inform  Bernie 
Madura  or  Randy  Weiss  of  the  time  and  place  of  these  meetings. 

There  will  be  no  direct  soliciting  of  any  kind. 

MCAUTO  will  provide  a  weekly  enrollment  status  report  during  open  enrollment. 
The  member's  final  choice  will  be  his  plan. 
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In  the  first  days  of  the  open-enrollment  period,  there  were  many 
charges  and  countercharges  regarding  marketing  activities  of  the  plans.  One 
plan  was  found  to  be  distributing  facsimile  enrollment  forms  with  the  plan's 
name  preprinted  as  the  enrollment  choice.    The  plan  was  ordered  to  cease  and 
desist  all  direct  solicitation  for  two  days  while  the  situation  was 
investigated.    The  plan  was  then  ordered  to  turn  in  all  returned  copies  of 
the  facsimile  forms  to  the  state.    The  state  sent  a  letter  to  387  persons 
who  had  signed  the  facsimile  form,  informing  them  that  this  was  not  an 
official  enrollment  form. 


In  response  to  the  allegations  of  marketing  abuse,  the  state  instituted 
an  intensified  system  of  controls  on  August  25,  1983,  in  order  to  better 
monitor  the  open-enrollment  process.    These  controls  consisted  of  the 
fol lowing: 

.    Single  points  of  contact  at  the  state  and  at  MSGI  were  designated 
for  the  monitoring  of  the  marketing  efforts  and  for  the  reporting  of 
any  alleged  violations. 

.    Mixed  teams  of  state  and  MSGI  staff  were  formed  to  perform  a  quality 
control  function  at  the  enrollment  sites.    These  teams  monitored  the 
quality  of  the  enrollment  process  and,  in  addition,  observed  the 
plans'  marketing  activities  at  the  sites.    On  occasion,  team  members 
posed  as  AHCCCS  members  to  observe  the  solicitation  approaches  of 
the  marketing  representatives.    Exhibit  XIV-9  shows  the  quality 
control  form  used  by  the  teams. 

.    Plans  that  had  been  directed  to  suspend  direct  solicitation 
activities  were  required  to  provide  schedules  of  their  marketing 
activities  after  the  lifting  of  the  cease  and  desist  orders.  Two 
teams  of  state  and  MSGI  personnel  randomly  surveyed  the  marketing 
activities  of  these  plans  on  the  listed  schedules  to  assure 
compliance  with  the  state's  marketing  guidelines. 

.    MSGI's  enrollment  workers  assisted  in  the  monitoring  on  an  ad  hoc 
basis  by  reporting  any  observed  marketing  abuses. 

.    Perhaps  the  most  effective  policing  mechanism  was  the  reporting  by 
competitive  plans  of  alleged  abuses  by  other  plans. 

In  general,  most  plans  complied  with  the  state's  marketing  guidelines. 
Cease  and  desist  orders  were  issued  in  two  cases.    The  first  resulted  from 
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EXHIBIT  XIV-9 


OPEN  ENROLLMENT  QUALITY  CONTROL 


SITE: 

DATE:  TIME: 
SUBMITTED  BY: 


1.     How  are  the  members  referred  to  the  enrollment  clerk?    By  whom? 


2.     Is  the  enrollment  area  clearly  identified?     How?     (signs,  posters,  et 


3.    What  is  the  waiting  time  to  see  the  enrollment  clerk? 


4.     Is  the  physical  layout  adequate?  (waiting  space,  work  space,  easy  to 
locate,  etc.) 


5.     What  documents  are  being  requested  or  referred  to  during  enrollment? 

[  ]  ID  cards 

[  ]  Mail-in  enrollment  form 

[  ]  Fische 

[  ]  Printout 

[  ]  AFDC  Award  Letter 

[  ]  SSI  Award  Letter 

[  ]  Notice  of  Action 

[  Other 


6.     Are  documents  being  returned  to  the  member  or  kept  by  the  enrollment 
worker? 


7.     What  is  the  enrollment  worker  telling  the  member  about  the  plan  choice 
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EXHIBIT     XIV-9  (Concluded) 
8.    What  is  Che  member  being  told  about  when  and  how  to  use  the  plan  chosen? 


9.     Is  the  member  being  given  any  literature  after  enrollment?    What  type? 


10.  How  long  does  the  enrollment  Interview  last? 


11.  Is  there  a  list  of  approved  marketing  materials  at  the 
site? 


Are  marketing  materials  available  at  the 

site? 


Are  there  marketing  materials  or  personnel  from  other  plans  in  the 
building?  


Within  50  feet  of  entrances  and 
exits? 


ADDITIONAL  COMMENTS  AND  OBSERVATIONS: 


12.  Where  does  the  worker  keep  the  blank  enrollment 
forms? 


13.  What  is  done  by  the  worker  with  completed  enrollment 
forms? 


14.  Does  the  worker  keep  any  type  of  count  or  tally  of  forms  completed  each 
day?  


15.  If  the  enrollment  worker  needs  to  make  a  change  on  a  form,  how  Is  this 
done? 


MHP:cah 
0215c 


SOURCE:    AHCCCS/MSGI  quality  control  team 
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the  use  of  the  facsimile  enrollment  form.  The  second  was  issued  because  of 
a  continuing  violation  by  one  plan  of  the  50-foot  solicitation  rule. 

In  addition  to  the  cease  and  desist  orders,  certain  other  corrective 
actions  were  implemented.    One  plan  was  found  to  be  offering  an  unfair 
inducement  (free  membership  in  a  health  club)  in  a  newspaper  advertisement 
and  was  required  to  publish  a  retraction  in  the  newspaper.    Another  problem, 
which  came  to  light  after  the  conclusion  of  the  open-enrollment  period, 
involved  a  plan  that  had  told  members  they  could  be  treated  by  providers  not 
contracted  to  that  plan.    The  state  sent  a  letter  to  the  affected  members 
permitting  them  to  disenroll  from  the  plan  if  they  had  enrolled  on  the  basis 
of  this  misinformation. 

In  two  cases,  the  actions  of  MSG I  enrollment  workers  resulted  in 
corrective  actions.    A  worker  in  Benson,  Arizona,  mistakenly  steered  clients 
to  one  plan  believing  it  was  the  only  plan  in  the  area.    A  letter  was  sent 
to  all  such  clients  informing  them  of  their  choice.    Similarly,  in  Mammoth, 
Arizona,  members  were  mistakenly  told  that  they  could  not  enroll  in  one 
specific  plan.    To  correct  this  problem,  all  persons  who  were  misinformed 
were  called  and  given  corrected  information. 

A  number  of  other  (minor)  problems  were  handled  on  an  ad  hoc  basis  as 
they  were  reported.    Some  of  these  involved  misleading  claims  by  overzealous 
marketing  representatives.    Most  of  these  situations  were  handled  by  phone 
calls  to  the  plans  involved.    In  all,  it  was  felt  by  both  state  and 
Administrator  staff  that  there  were  no  major  marketing  abuses. 
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Notes  for  Chapter  XIV 


1.  Arizona  is  not  eligible  to  receive  federal  funds  for  the  medically 
indigent  and  medically  needy  categories  because  the  eligibility 
criteria  for  these  groups  do  not  conform  to  the  requirements  of  the 
federal  medically  needy  program.    These  requirements  state  that  people 
eligible  under  the  federal  medically  needy  program  must  be 
categorically  eligible  (i.e.,  eligible  for  AFDC  or  SSI),  except  that 
their  incomes  and/or  resources  are  too  high.    They  may  become  eligible 
for  Medicaid  by  "spending  down"  to  the  income  eligibility  level 
established  for  the  medically  needy  by  incurring  medical  expenses.  The 
federal  requirements  further  stipulate  that  the  income  eligibility 
level  be  no  higher  than  133.3%  of  the  state's  AFDC  income  eligibility 
level  for  a  family  of  the  same  size  and  no  less  than  the  higher 
categorically  needy  income  level  for  a  family  of  that  size. 
Participation  in  the  federal  medically  needy  program  would  affect  both 
AHCCCS  and  AFDC  eligibility  criteria.    As  an  example,  because  the  AFDC 
eligibility  income  criterion  in  Arizona  is  $2,160  for  a  parent  and  one 
child  and  the  SSI  eligibility  level  for  a  two-person  family  is  $5,904, 
compliance  with  the  federally  needy  program  would  require  not  only  that 
the  medically  needy  two-person  Income  criterion  be  raised  to  $5,904 
(from  the  current  limit  of  $4,266  for  a  two-person  family),  but  that 
the  AFDC  two-person  income  criterion  be  raised  from  $2,160  to  $4,429. 
This  would  mean  that  Arizona  would  have  to  provide  AFDC  payments  for 
the  additional  beneficiaries  deemed  eligible  for  AFDC  under  the  new 
income  criteria.    The  current  AHCCCS  MI/MN  eligibility  criteria  are 
based  on  income  and  resources  only,  and  the  levels  are  not  tied  to 
those  of  AFDC  or  SSI  eligibility. 

2.  Although  AHCCCS  has  relieved  counties  of  the  bulk  of  their  indigent 
health  care  responsibilities,  the  counties  do  retain  residual  care 
responsibilities  as  a  result  of  the  maintenance-of-effort  requirement. 
The  maintenance-of-effort  statute  (Section  16  as  amended  by  Laws,  1953, 
chapter  304,  Section  19  and  ARS  11-291  and  11-297)  mandates  that  until 
January  31,  1986,  counties  may  not  reduce  their  eligibility  standards 
below  those  in  effect  on  January  1,  1981.    The  intent  of  these 
standards  was  to  ensure  that  the  extent  of  county  coverage  of  people 
and  services  was  not  diminished  by  the  passage  of  AHCCCS.  Furthermore, 
because  AHCCCS  is  an  experimental  program  of  limited  duration,  it  was 
considered  important  that  the  counties  not  relinquish  their  previous 
role  entirely  should  there  be  a  need  to  reactivate  the  county  systems 
at  the  conclusion  of  the  demonstration.    Counties  are  required  to 
continue  providing  services  to  those  who  are  not  enrolled  in  AHCCCS  but 
would  have  been  eligible  under  their  county  system  as  of  January 

1,  1981.    Counties  are  also  responsible  for  the  cost  of  services  not 
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covered  by  AHCCCS,  but  covered  under  the  county  program,  provided  to 
people  who  are  both  eligible  under  the  county  system  and  eligible  for 
AHCCCS.    If  AHCCCS  is  extended  beyond  the  three  year  demonstration 
period,  it  is  not  the  intention  of  the  maintenance-of-effort 
requirement  that  the  people  covered  by  the  counties  would  then  become 
eligible  for  AHCCCS. 
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XV    COUNTY  INVOLVENENT  IN  AHCCCS 


This  chapter  examines  the  effect  of  AHCCCS  on  the  delivery  of  long-term 
care  in  Arizona  counties  and  the  county  systems  for  delivering  health  care 
services  other  than  long-term  care.    Although  AHCCCS  was  intended  to  relieve 
the  counties  of  responsibility  for  providing  health  care  to  the  indigent 
(called  "indigent  health  care  services"),  the  counties  continue  to  bear 
certain  obligations.    The  obligations  were  created  by  the  maintenance-of- 
effort  requirement  in  the  AHCCCS  legislation.    This  statute  (described  in 
Chapter  XIV)  locks  counties  into  the  eligibility  standard  and  coverage  of 
services  in  effect  on  January  1,  1981,  until  January  31  ,  1986.  The 
maintenance-of-effort  requirement  creates  county  obligations  known  as 
residual-care  responsibilities.    The  decision  to  exclude  long-term  care  from 
AHCCCS  produced  an  ongoing  indigent-care  obligation  for  all  the  counties--to 
pay  for  long-term  care  (exclusive  of  medical  services  that  are  provided 
under  the  AHCCCS  benefit  package).    Most  counties  have  additional 
maintenance-of-effort  responsibilities,  the  extent  of  which  depends  on  the 
county's  pre-AHCCCS  indigent  health  care  program. 

In  the  first  half  of  this  chapter,  the  impact  of  AHCCCS  on  the  delivery 
of  long-term  care  services  is  examined.    Since  the  implementation  of  AHCCCS, 
'the  system  in  which  the  counties  had  sole  responsibility  for  long-term  care 
services  for  the  indigent  has  been  replaced  by  one  involving  multiple 
parties  and  changing  responsibilities.    This  system  has  created  a  number  of 
problems  in  the  care  of  long-term  care  patients,  including  patient  "dumping" 
between  counties  and  plans,  and  increased  fragmentation  in  the  delivery  of 
services. 

In  the  second  half  of  the  chapter,  county  systems  for  delivering 
indigent  health  care  services  other  than  long-term  care  are  examined.  The 
impact  of  AHCCCS  is  considered  in  terms  of  changes  in  the  systems  used  for 
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providing  services  and  the  costs  of  indigent  health  care  to  the  counties. 
Those  counties  that  operate  hospitals  appear  to  be  the  ones  most  likely  to 
experience  significant  change  in  their  systems.    Such  counties  found 
themselves  at  a  financial  disadvantage  because  of  the  increasingly  large 
county  subsidies  required  to  maintain  their  hospitals.    Counties  without 
hospitals  have  had  little  trouble  adjusting  their  systems.    Overall,  AHCCCS 
has  not  resulted  in  a  reduction  in  county  expenditures  for  indigent  health 
care. 

Long-Term  Care 

In  the  United  States  as  a  whole,  long-term  care  services  comprise  one 
of  the  largest  and  fastest-growing  components  of  state  Medicaid 
expenditures.    In  the  absence  of  a  Medicaid  program  in  Arizona,  the 
responsibility  for  providing  long-term  care  services  for  the  indigent  was 
delegated  to  the  counties,  which  continue  to  carry  the  obligation  since  the 
implementation  of  AHCCCS  {long-term  care  services  are  excluded  from  the 
program).    However,  AHCCCS  does  cover  the  cost,  formerly  borne  by  the 
counties,  of  medical  services  included  in  the  AHCCCS  benefit  package  that 
are  provided  to  AHCCCS-el igible  residents  of  long-term  care  facilities. 
(For  example,  AHCCCS  would  pay  for  a  visit  by  a  physician  to  an 
AHCCCS-el igible  nursing-home  patient  for  the  treatment  of  an  acute  medical 
condition.)    This  division  has  created  a  confusing  system  in  which  multiple 
groups  are  responsible  for  a  patient's  care  and  the  locus  of  responsibility 
for  providing  care  may  shift  during  the  course  of  treatment. 

This  section  reviews  the  AHCCCS  legislation  as  it  applies  to  long-term 
care  and  delineates  the  specific  responsibilities  of  the  counties  and 
AHCCCS.    The  long- term-care  delivery  system  in  Arizona  is  described, 
focusing  particularly  on  the  availability  of  facilities  and  the  cost  of 
long-term  care  to  the  counties,  both  pre-AHCCCS  and  during  AHCCCS.  AHCCCS 
has  changed  the  delivery  of  long-term  care  in  ways  that  are  discussed  in  the 
remainder  of  this  section. 
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Long-Term  Care  Under  AHCCCS 


AHCCCS  Legislation 

Most  traditional  medicaid  programs  provide  some  long-term  care  benefits 
(usually  skilled  nursing  facilities,  intermediate  care  facilities,  and  home 
health  services).    Most  people  at  the  county  level  argued  for  its  inclusion, 
although  some  were  opposed  because  they  felt  that  AHCCCS  was  too  complex  and 
impersonal  a  system  in  which  to  place  the  elderly.    The  county  arguments  for 
including  long-term  care  focused  largely  on  financial  considerations.  With 
long-term  care  accounting  for  nearly  one- third  of  the  county  expenditures 
for  indigent  health  care  in  SFY  1980-81  (the  county  fiscal  year, 
July  1-June  30,  is  the  same  as  the  state  fiscal  year  and  will  be  referred  to 
as  "SFY"  in  this  chapter),  the  fiscal  relief  provided  by  AHCCCS  would  be 
significantly  diminished  if  the  counties  had  to  continue  paying  for  these 
services. 

Despite  the  debate  over  long-term  care,  there  was  little  chance  at  any 
point  that  the  AHCCCS  legislation  would  include  it.    The  state  was  concerned 
that  taking  on  prepayment  for  long-term  care  services,  which  is  more 
difficult  than  prepayment  for  acute  and  ambulatory  care  services,  could  be 
detrimental  to  the  success  of  AHCCCS.    Because  long-term  care  is  such  a 
large  portion  of  indigent  health  care,  a  failure  to  show  savings  in  this 
area  could  obscure  savings  achieved  in  acute  and  ambulatory  care. 
Therefore,  the  legislature  preferred  to  delay  a  decision  about  including 
long-term  care  in  AHCCCS  until  after  the  demonstration  was  completed. 

The  language  of  the  AHCCCS  legislation  says  simply  that  long-term  care 
is  excluded  as  a  covered  service.    However,  after  the  passage  of  the 
legislation,  as  the  AHCCCS  rules  and  regulations  were  developed,  the 
position  was  taken  that  it  was  inappropriate  to  deny  an  eligible  person 
AHCCCS-covered  services  on  the  basis  of  place  of  residence.    Therefore,  any 
AHCCCS-el igible  person,  including  those  residing  in  long-term  care 
facilities,  would  be  entitled  to  the  full  range  of  AHCCCS  services.  This 
interpretation  made  it  necessary  to  piece  together  a  system  with  dual  county 
and  AHCCCS  responsibility.    The  confusion  inherent  in  any  system  requiring 
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the  involvement  of  multiple  parties  is  compounded  because  the  AHCCCS 
guidelines  are  vague  regarding  the  specific  definitions  of  county  and  AHCCCS 
responsibil ities. 

County  Responsibilities 

County  long-term-care  responsibilities  include  evaluation  of  the  need 
for  services,  assessment  of  the  level  of  care  required,  and  placement  at  the 
appropriate  level  in  county-designated  facilities.    It  is  the  right  of  the 
counties  to  establish  both  medical  and  financial  eligibility  criteria  for 
long-term  care,  and  the  decision  as  to  who  receives  long-term  care  hinges  on 
the  county  determination.    The  AHCCCS  legislation  specified  that  counties 
are  not  permitted  to  apply  to  long-term  care  patients  financial  el igibil i ty 
criteria  that  are  more  stringent  than  those  established  for  AHCCCS  MN 
eligibles.    As  a  result  of  this  requirement,  some  counties  had  to  raise 
their  eligibility  standard.    (See  Table  XV -6  for  a  comparison  of  county  and 
AHCCCS  income  eligibility  criteria.)    Once  placement  is  made,  the  county 
becomes  responsible  for  the  cost  of  all  care  provided  to  long- term-care 
patients,  with  the  exception  of  those  medical  services  covered  under 
AHCCCS.    Counties  are  required  to  conduct  eligibility  redetermination  for 
MI/MN  eligibles  in  long-term  care  at  least  once  every  6  months,  using  the 
same  procedures  as  for  MI/MN  eligibles  in  the  regular  plans. 

AHCCCS  regulations  require  that  providers  notify  the  counties  of  the 
need  for  long-term  care  5  days  prior  to  the  planned  hospital  discharge  date 
and  that  the  counties  complete  assessment  and  placement  within  the  5  days. 
During  the  first  year,  AHCCCS  agreed  to  pay  for  one  additional  hospital  day 
following  the  expiration  of  the  5-day  notification  period.    This  provision 
was  not  included  in  the  second  year  of  the  program.    The  AHCCCS  regulations 
do  not  identify  liability  for  the  cost  of  additional  hospital  days  if 
placement  is  not  made  within  5  days.    Although  it  was  apparently  the  intent 
of  the  AHCCCS  regulations  that  this  liability  would  shift  to  the  counties  at 
the  end  of  5  days,  the  point  was  not  specifically  addressed  and  it  is 
unclear  whether  the  counties,  plans,  or  AHCCCS  is  responsible  for  these 

XV-4 


additional  hospital  costs.    According  to  AHCCCS  staff,  if  placement  is  not 
made  within  5  days,  plans  will  usually  continue  paying  for  the  additional 
hospital  days,  although  in  some  cases  the  costs  are  absorbed  as  bad  debt  by 
hospitals.    AHCCCS  has  begun  receiving  complaints  about  this  problem, 
particularly  from  plans;  however,  as  of  May  1984,  AHCCCS  had  not  adopted  any 
policies  for  resolving  these  disputes. 

AHCCCS  Responsibilities 

AHCCCS  pays  for  the  costs  of  covered  services  provided  to  people  in 
long-term  care  facilities.    However,  there  has  been  confusion  about  the 
definition  of  AHCCCS-covered  services  in  relation  to  long-term  care 
patients.    For  example,  nursing  services  are  ordinarily  covered  under  AHCCCS 
for  acute  hospital  stays,  yet  are  a  county  responsibility  for  long-term  care 
patients.    The  AHCCCS  regulations  do  not  provide  clarification  of  the 
specific  services  AHCCCS  will  cover  for  residents  of  long- term-care 
facilities.    For  simplicity,  the  AHCCCS-covered  services  discussed  in  this 
section  are  referred  to  as  medical  care  services. 

In  May  1984,  3,649  people  residing  in  long-term-care  facilities  were 
eligible  for  AHCCCS  services  (see  Table  XV-2  below).    Of  these,  87%  were 
enrolled  in  one  of  the  five  long- term-care  plans,  while  the  remaining  13% 
were  served  on  a  capped  fee-for-service  basis.    Of  the  3,649  eligible 
persons,  82%  were  also  covered  by  Medicare.    The  distribution  of  the 
long- term- care  population  among  eligibility  categories  was  34%  SSI,  62% 
medically  indigent,  and  4%  medically  needy. 

Persons  residing  in  long- term-care  facilities  are  treated  as  a  special 
population  under  the  AHCCCS  bidding  process.    In  counties  for  which  no 
contracts  are  issued,  services  are  provided  on  a  capped  fee-for-service 
basis.    It  was  the  responsibility  of  MSGI  to  establish  networks  of  providers 
in  these  areas.    According  to  the  counties,  this  never  happened. 
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County-sponsored  plans  were  offered  the  first  option  of  contracting  to 
provide  AHCCCS-covered  services  at  the  AHCCCS  director-specified  rate.  This 
was  done  to  help  preserve  existing  delivery  systems.    This  monthly  rate  of 
$130  per  person  remained  the  same  in  the  first  and  second  years  of  AHCCCS. 
If  the  county-sponsored  plans  chose  to  refuse  this  rate,  bidding  was  opened 
to  any  provider,  including  the  county-sponsored  plans.    Table  XV-1  presents 
information  on  first-  and  second-year  long- term-care  contracts. 

The  counties  that  participated  wished  to  preserve  existing  delivery 
networks  and  the  quality  of  care,  as  well  as  minimize  the  overall  cost  of 
long-term  care.    The  counties  that  chose  not  to  bid  refrained  because  it  was 
felt  that  working  within  AHCCCS  would  be  too  difficult. 

In  the  first  year  of  AHCCCS,  three  RFPs  were  issued,  resulting  in  five 
contracts  covering  five  counties.    In  addition,  Maricopa  Health  Plan 
received  a  contract  to  provide  services  to  residents  of  other  counties 
residing  in  long- term-care  facilities  within  Maricopa  County.    A  contract 
was  also  awarded  to  the  Douglas  Clinic,  but  it  was  never  signed  because  of 
disagreements  regarding  contract  terms.    The  first  RFP  was  open  exclusively 
to  the  counties  at  the  director-specified  rate.    The  second  RFP  was  open  to 
any  bidder  and  permitted  separate  bids  for  those  eligibles  with  dual  AHCCCS 
and  Medicare  coverage  and  those  without  dual  coverage.    The  third  round  was 
again  open  to  all  bidders,  including  providers  proposing  capped 
fee-for-service  contracts.    The  third  RFP  also  specifically  requested  bids 
for  people  in  long- term-care  facilities  out  of  their  county  of  residence. 

Maricopa  Health  Plan,  Pima  Health  Plan,  and  Pinal  General  Hospital  were 
awarded  contracts  in  the  first  round.    Whereas  Maricopa  and  Pima  contracted 
at  the  director-specified  rate,  Pinal  General  accepted  a  rate  of  $125  per 
month.    Western  Sun  Associates  was  awarded  a  contract  for  Yuma  County  in  the 
second  round  at  a  rate  of  $66.26  for  people  with  Medicare  coverage  and 
$255.08  for  those  without  Medicare.    Two  additional  contracts  were  awarded 
in  the  third  round.    Mt.  Graham  Community  Health  Plan  was  awarded  a  capped 
fee-for-service  contract  for  Graham  County.    Maricopa  Health  Plan  won  a 
contract  for  residents  of  other  counties  residing  in  long-term-care 
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Table  XV -1 


FIRST-  AND  SECOND-YEAR  LONG-TERM-CARE  CONTRACTORS  BY  AREA  SERVED, 
LEVEL  OF  CARE  SERVED,  AND  RATE  OF  PAYMENT 


Contractor 


Area  Served*      Level  of  Care  Covered    Rate  of  Payment 


First  Year  1982-1983 

Maricopa  Health  Maricopa  County 
Plan 


Maricopa  Health 
Plan 


Mt.  Graham 
Community  Health 
Plan 


Residents  of 
other  counties 
residing  in 
Maricopa  County 
LTC  facilities 

Graham  County 


Pima  Health  Plan   Pima  County 


Pinal  General 
Hospital 

Western  Sun 
Associates 


Pinal  County 
Yuma  County 


Skilled,  inter- 
mediate, personal, 
subacute,  super- 
visory, adult 
foster,  senior 
village 


Skilled 


Skilled,  inter- 
mediate, personal , 
supervisory,  adult 
foster 

Skilled,  inter- 
mediate, personal 

Skilled,  inter- 
mediate, personal , 
supervisory,  adult 
foster 


$130.00 

(Director's 

rate) 


$126.17 
(Medicare); 
$296.57  (non- 
Medicare) 


Capped  fee- for- 
service 


$130.00 

(Director's 

rate) 


$125.00 


$66.26 
(Medicare) ; 
$255.08  (non- 
Medicare) 
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Table  XV -1  (Concluded) 


Contractor  Area  Served*      Level  of  Care  Covered    Rate  of  Payment 

Second  Year,  1983-1984 


Dynamic  Health 
Services,  Ltd. 

Mohave  County 

Skilled,  inter- 
mediate, personal, 
supervisory,  adult 
foster 

$135.27 
(Medicare) ; 
$277.44  (non- 
Medicare) 

Maricopa  Health 
Plan 

Maricopa  County 

Same  as  1982-1983 

$130.00 
(Director' s 
rate) 

Pina  Health  Plan 

Pima  Countv 

Same  as  1982-1983 

$130  00 
(Director ' s 
rate) 

Pinal  General 
Hospital 

Pinal  County 

Same  as  1982-1983 

$1 30.00 
(Director1 s 
rate) 

Western  Sun 
Associates 

Yuma  County 

Same  as  1982-1983 

$79.45 
(Medicare); 
$264.09  (non- 
Medicare) 

★ 

All  second-year  contractors  serve  the  long- term-care  patients  placed  in 
their  service  area,  regardless  of  county  of  residence. 

Source:    State  AHCCCS  Division. 
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facilities  in  Maricopa  County.    The  rates  were  $126.17  for  Medicare 
eligibles  and  $296.57  for  non-Medicare. 

In  the  second  year,  only  one  RFP  was  issued.    This  RFP  was  open  to 
anyone  wishing  to  bid,  although  counties  accepting  the  director's  rate  were 
again  given  preference.    All  contractors  were  required  to  serve  any  person 
placed  in  a  long-term  care  facility  within  their  service  area,  regardless  of 
county  of  residence.    Five  contracts  were  awarded  in  the  second  year,  again 
covering  five  counties.    Maricopa,  Pima,  and  Pinal  all  bid  again,  and  all 
three  accepted  the  director's  rate  of  $130.    Western  Sun  Associates  also  bid 
again,  increasing  its  rate  to  $79.45  for  Medicare  and  $264.09  for 
non-Medicare  eligibles.    Dynamic  Health  Services,  Ltd.,  entered  as  a  new 
contractor  serving  Mohave  County,  bidding  $135.27  and  $277.44  for  Medicare 
and  non-Medicare  eligibles,  respectively.    Mt.  Graham  Community  Health  Plan, 
the  first-year  contractor  for  Graham  County,  dropped  out  in  the  second  year 
of  bids.    Maricopa  County  has  never  signed  its  second-year  contract  because 
of  a  disagreement  concerning  county  responsibilities  specified  under  AHCCCS 
regulations.    AHCCCS  required  the  counties  to  assess  the  appropriate  level 
of  care  for  long- term-care  patients,  but  would  not  pay  for  the  cost  of  this 
assessment  under  the  capitated  rate.    Even  though  it  does  not  have  a 
contract,  Maricopa  continues  to  provide  services  and  AHCCCS  continues  to  pay 
for  them. 

The  plan  contracts  differed  in  the  levels  of  care  they  covered.  The 
Mt.  Graham  plan  served  only  residents  of  skilled-nursing  facilities. 
Maricopa  covered  people  in  seven  levels  of  care,  ranging  from  skilled 
nursing  to  senior  village  (a  county-operated  independent  living  setting). 
The  differences  in  levels  of  care  covered  reflect  differences  in  levels  of 
long-term  care  covered  under  the  county  programs.    (County  long-term-care 
systems  are  described  in  the  following  subsection.)    The  AHCCCS  regulations 
do  not  offer  clear  guidance  as  to  what  levels  of  long-term  care  a  person 
must  receive  to  be  covered  by  a  long- term-care  contractor. 

AHCCCS  long- term-care  contractors  do  not  assume  responsibility  for 
providing  services  to  a  patient  immediately  upon  his/her  placement  in  a 
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long-term  care  facility  unless  the  person  was  determined  eligible  for  AHCCCS 
and  for  long- term-care  services  at  the  same  time.    In  these  cases,  the 
person  is  assigned  immediately  to  an  AHCCCS  1 ong- term-care  contractor  or  to 
a  fee-for-service  provider  in  counties  without  an  AHCCCS  long- term-care 
provider.    For  those  people  who  become  eligible  for  long-term  care  after 
they  have  enrolled  in  AHCCCS,  the  person's  regular  AHCCCS  provider  is 
responsible  for  medical  services  during  the  first  60  days  of  long-term-care 
placement.    After  60  days,  the  long- term-care  contractor  becomes  liable  for 
providing  medical  services.    (This  period  was  originally  90  days  but  was 
shortened  to  60  days  in  the  second  year.)    After  a  patient  is  discharged 
from  a  county  long- term- care  program,  responsibility  does  not  shift  to  a 
regular  AHCCCS  plan  immediately;  the  long- term-care  contractor  provides 
services  for  the  first  45  days,  and  only  then  is  the  person  enrolled  with  a 
regular  AHCCCS  provider.    Members  previously  covered  by  a  regular  AHCCCS 
plan  are  reenrolled  with  their  original  plan  if  their  admission  to  and 
discharge  from  long-term  care  occur  within  the  same  contract  year.  All 
other  people  are  permitted  to  choose  a  plan,  and  are  assigned  to  the  low-bid 
plan  in  their  area  if  they  fail  to  make  a  choice. 

According  to  AHCCCS  staff,  the  transition  periods  were  instituted  for 
three  reasons.    First,  continued  responsibility  would  discourage  attempts  to 
"dump"  patients  back  and  forth  between  the  counties  and  AHCCCS  providers. 
For  example,  plans  could  try  to  discharge  to  long- term-care  facilities 
patients  who  need  convalescent  care  but  who  are  not  appropriate  for 
long-term  care.    Conversely,  the  counties  could  try  to  discharge 
long- term-care  patients  requiring  heavy  care  to  hospitals.    Second,  delays 
in  transition  would  avoid  the  situation  in  which  a  person  might  be  enrolled 
and  disenrolled  repeatedly  if  a  change  in  condition  required  a  different 
placement  setting.    Finally,  continued  responsibility  would  help  avoid 
interruptions  in  service,  particularly  in  those  counties  where  it  is 
necessary  to  arrange  for  a  fee-for-service  provider. 
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The  Long-Term-Care  Delivery  System 


The  counties  traditionally  provided  long-term  care  under  their 
responsibilities  for  the  provision  of  hospitalization  and  medical -care 
services  to  the  indigent.    Long-term  care  can  encompass  a  broad  range  of 
services  and  treatment  settings.    The  definition  of  the  range  of  services 
implied  by  "long-term  care"  has  been  left  to  the  counties.    As  a  result,  the 
counties  differ  in  the  types  of  facilities  and  programs  used  for  delivering 
long- term-care  services,  although  nearly  all  rely  almost  exclusively  on 
institutional  care.    In  the  absence  of  legally  defined  responsibilities,  the 
provision  of  long-term  care  in  the  counties  appears  to  have  been  defined  by 
the  availability  of  facilities  in  the  area  and  the  constraints  of  county 
budgets.    Because  long-term  care  has  been  left  to  the  counties,  these 
differences  have  been  carried  forward. 

Differences  between  the  counties  can  be  seen  in  the  availability  of 
long- term- care  facilities,  county  expenditures  on  long-term  care,  and  the 
size  of  the  long- term-care  population.    Table  XV-2  summarizes  some  of  the 
most  important  dimensions  of  the  variations  among  counties. 

As  Table  XV-2  shows,  institutional  long- term-care  facilities  are 
available  in  12  of  the  15  counties.    Those  counties  without  facilities 
(Apache,  Greenlee,  and  La  Paz)  have  few  long- term-care  patients  and  send 
those  they  have  to  facilities  in  other  counties.    The  counties  varied  widely 
in  their  pre-AHCCCS  expenditures  on  long-term  care.    The  differences  are 
explained  by  differences  in  the  size  of  their  long- term-care  caseloads  and 
by  substantial  variation  in  their  cost  per  client.    Maricopa  alone  spent  47% 
of  pre-AHCCCS  county  dollars  on  long-term  care;  Maricopa  and  Pima  Counties 
combined  accounted  for  79%  of  all  expenditures.    Of  AHCCCS-el igible 
long-term  care  patients,  52%  reside  in  Maricopa  and  25%  in  Pima  County.  Of 
the  remaining  13  counties,  4  have  more  than  100  AHCCCS  long- term-care 
eligibles  and  7  have  fewer  than  50.    The  lowest  mean  cost  per  client  was  in 
Mohave,  where  the  county  spent  $5,397  for  each  person  in  long-term  care. 
Gila  County  had  the  highest  mean  cost    at  $17,580,  more  than  three  times  the 
cost  in  Mohave  County.    Although  the  mean  cost  in  most  counties  centered 
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around  the  $6,000  to  $8,000  range,  three  counties  exceeded  $10,000.  Most 
counties  contract  for  long- term- care  beds  at  negotiated  rates,  but  three  pay 
billed  charges  and  three  operate  their  own  nursing-care  facilities.  These 
differences  between  counties  will  be  discussed  more  extensively  in  the 
following  subsections  on  the  availability  of  facilities  and  costs  of 
long-term  care. 

Availability  of  Facilities 

The  State  of  Arizona  licenses  three  levels  of  nursing-care  beds: 
skilled,  intermediate,  and  personal  care.    In  addition,  the  state  licenses 
supervisory-care  (or  board  and  care)  homes.    In  those  counties  where 
placement  in  adult  foster  homes  is  covered  under  indigent  medical  care 
programs,  the  counties  certify  these  settings.    If  public  funds  are  not  used 
to  pay  for  care,  certification  of  adult  foster  homes  is  not  required.  In 
this  chapter,  the  term  "nursing  care"  refers  only  to  the  three  most 
intensive  levels  of  care--skilled,  intermediate,  and  personal.    The  term 
"long-term  care"  refers  to  all  five  levels. 

Nursing-care  institutions  serve  people  in  need  of  24-hour  care. 
Services  they  provide  include  professional  nursing,  therapy,  direct 
administration  of  medication,  social  services,  and  dietary  services.  Care 
is  provided  according  to  physicians'  orders,  and  a  treatment  plan  is 
developed  by  professional  staff.    The  three  levels  of  nursing  care  are  used 
to  serve  patients  with  varying  degrees  of  disability.    Personal  care  is  the 
least  medically  oriented  level  and  serves  people  who  are  not  seriously 
disabled  but  who  lack  social  supports.    Intermediate  care  serves  the 
moderately  disabled  population.    The  most  intensive  level  of  nursing-  and 
personal -care  services  is  provided  to  people  in  skilled-nursing  beds.  Adult 
foster-care  and  supervisory-care  homes  provide  similar  services  to  similar 
populations.    Both  provide  housing,  meals,  housekeeping,  supervision,  and 
assistance  with  personal  care.    They  differ  primarily  in  their  size.  Adult 
foster-care  homes  may  serve  five  or  fewer  unrelated  individuals; 
supervisory-care  homes  serve  more  than  five. 
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Because  long-term  care  was  excluded  from  coverage,  the  implementation 
of  AHCCCS  has  not  affected  the  availability  of  long- term-care  facilities  in 
Arizona.    To  the  extent  that  the  availability  of  nursing-care  facilities  has 
changed,  the  change  is  more  likely  to  result  from  two  other  recent 
legislative  changes:    the  deregulation  of  the  nursing  home  industry  in  1981 
through  the  passage  of  HB2081 ,  and  the  abolition  of  certificate-of-need 
requirements  for  nursing-care  facilities  in  1984. 

Table  XV-3  shows  the  distribution  of  licensed  nursing-care  beds  and 
licensed  supervisory-care  beds  by  county  in  1984.    Skilled-nursing  beds  are 
available  in  12  counties,  intermediate-care  beds  in  4S  licensed  personal 
care  in  5,  and  licensed  supervisory  care  in  10.    In  addition,  Maricopa, 
Mohave,  Pima,  Pinal,  and  Yuma  Counties  have  adult  foster-care  homes. 
Nursing-care  beds  in  Arizona  are  concentrated  in  Maricopa  and  Pima 
Counties.    As  of  April  1984,  the  92  licensed  nursing-care  facilities  in 
Arizona  had  9,497  beds.    Maricopa  and  Pima  Counties  had  80%  of  the 
facilities  and  88%  of  the  beds,  and  77%  of  the  population  65  and  over  (as  of 
1980)  resided  in  these  counties.    Similarly,  79%  of  the  supervisory-care 
beds  and  85%  of  the  adult  foster-care  homes  are  located  in  Maricopa  and  Pima 
Counties. 

The  level  of  long-term  care  available  is  heavily  skewed  toward 
skilled-nursing  care.    Of  the  nursing-care  beds,  75%  are  at  the 
skilled-nursing  level.    This  reliance  on  the  most  intense  levels  of  care 
becomes  even  more  pronounced  outside  of  Maricopa  and  Pima,  the  only  counties 
where  all  five  levels  of  long- term-care  beds  are  available.    In  the  rural 
counties,  84%  of  the  nursing-care  beds  are  at  the  skilled-nursing  level. 
Six  counties— Gila,  Graham,  Navajo,  Pinal,  Santa  Cruz,  and  Yuma — have  no 
licensed  nursing-care  beds  other  than  skilled.    Coconino  has  no  facilities 
available  other  than  nursing  care.    The  exception  to  this  reliance  on  the 
most  intense  levels  is  Cochise,  where  58%  of  the  beds  are  at  the 
supervisory-care  level. 

Nearly  all  nursing-care  beds  are  in  institutions  operating  under 
private,  nonprofit  or  private,  for-profit  ownership.    The  only  counties  with 
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Table  XV-3 

NUMBER  OF  LONG-TERM-CARE  BEDS,  BY  COUNTY  AND  LEVEL  OF  LICENSURE,  1984 

  Level  of  Licensure  

Skilled-Nursing     Intermediate-     Personal-  Supervisory- 


County 

Beds 

Care  Beds 

Care  Beds 

Care  Beds 

Apache 

u 

U 

U 

U 

Cochise 

123 

44 

0 

233 

Coconino 

50 

20 

10 

0 

Gila 

69 

0 

0 

20 

Graham 

120 

0 

0 

12 

Greenlee 

0 

0 

0 

0 

La  Paz 

0 

0 

0 

0 

Maricopa 

4,240 

874 

755 

1,898 

Mohave 

80 

0 

40 

48 

Navajo 

38 

0 

0 

16 

Pima 

1,926 

354 

254 

115 

Pinal 

103 

0 

0 

69 

Santa  Cruz 

30 

0 

0 

0 

Yavapai 

159 

0 

65 

113 

Yuma 

143 

0 

0 

37 

Total 

7,081 

1  ,292 

1,124 

2,561 

Sources:    Data  for  licensed  nursing-care  beds  (skilled,  intermediate,  and 
personal)  reported  by  Arizona  Department  of  Health  Services, 
Arizona  Licensed  Nursing  Care  Institutions,  April  2,  1984. 

Data  for  licensed  supervisory-care  beds  taken  from  Pritzlaff 
Commission  on  Long-Term  Care,  Long-Term  Care  in  Arizona:  A 
Progress  Report,  February  1984. 
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publicly  operated  nursing  facilities  are  Gila,  Pima,  and  Pinal.    Pima  and 
Pinal  each  have  a  county-owned  skilled-nursing  facility,  and  county 
hospitals  in  Gila  and  Pinal  have  licensed  skilled-nursing  beds.    The  county 
beds  are  the  only  nursing-care  beds  available  in  Gila  County.    The  counties 
that  do  not  operate  their  own  long- term-care  facilities  purchase  beds  from 
private  institutions.    Pima  and  Pinal  supplement  their  county  beds  by 
contracting  for  additional  private  beds.    With  the  exception  of  Apache, 
Mohave,  and  Yavapai  Counties,  which  pay  billed  charges,  all  counties  have 
contract  rates  for  long-term  care  beds. 

In  Greenlee  and  La  Paz,  where  there  are  no  long- term-care  beds,  the 
county  purchases  services  from  skilled-nursing  facilities  in  Graham  and  Yuma 
Counties,  respectively.    Apache,  the  third  county  with  no  facilities,  sends 
patients  to  skilled-nursing  facilities  in  Graham  and  Maricopa  Counties,  and 
to  a  supervisory-care  facility  in  Navajo  County.    Rural  counties  also  send 
patients  to  Maricopa  and  Pima  Counties  if  there  are  no  beds  available  in  the 
county  or  if  patients  are  difficult  to  place  because  of  behavioral  problems 
or  special  medical -care  needs  (such  as  patients  requiring  dialysis).  In 
these  cases,  the  counties  generally  pay  billed  charges.    Gila  County, 
however,  makes  no  provision  for  sending  patients  out  of  county,  relying 
solely  on  the  county  hospital  facility,  despite  a  shortage  of  beds. 

County  coverage  of  long-term  care  is  determined  largely  by  the 
availability  of  services  in  the  area.    With  the  exception-  of  Maricopa  and 
Pima  Counties,  long- term-care  services  are  almost  exclusively 
institutional.    The  absence  of  noninstitutional  alternatives  in  the  rural 
areas  is  explained  partly  by  the  reliance  on  family,  friends,  and  community 
organizations  for  support  services.    In  nearly  all  counties,  the  levels  of 
institutional  care  covered  correspond  to  the  types  of  licensed  facil ities 
available  in  the  county.    However,  neither  Gila  County  nor  Graham  County 
will  pay  for  supervisory  care  despite  the  availability  of  such  facilities  in 
the  area.    Maricopa  County  is  also  an  exception  because  it  pays  for  subacute 
care,  a  lower  level  of  nursing  care  that  is  not  licensed  by  the  state. 
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The  only  counties  with  comprehensive  long-term-care  delivery  systems 
that  incorporate  a  continuum  of  institutional  and  community-based  services 
are  Maricopa  and  Pima  Counties.    Both  are  still  in  the  process  of  developing 
their  programs.    The  Maricopa  program  is  based  on  establishing  a  cluster  of 
services  for  a  defined  geographic  area.    Each  cluster  provides  a  range  of 
alternative  long- term- care  settings,  including  adult  foster  care,  structured 
room-and-board  and  group  homes,  and  an  independent  residence  program,  as 
well  as  nursing  care.    A  county-operated  home  health  agency  provides  support 
services  to  all  the  clusters.    The  Pima  County  program  uses  case  management 
to  avoid  inappropriate  institutionalization.    The  county  contracts  with 
existing  private  social  service  organizations  to  provide  case  management. 
The  case  managers  in  turn  purchase  support  service  for  county  indigents,  for 
which  the  county  then  pays.    Services  available  include  homemaking,  chores, 
home  repair,  congregate  meals,  day  care,  home  needs,  shopping,  and  nursing 
assessment. 

Cost  of  Long-Term  Care 

Prior  to  the  implementation  of  AHCCCS,  the  counties  varied 
substantially  in  their  expenditures  on  long-term  care.    This  variation  was 
reflected  in  both  their  mean  cost  per  client  served  (see  Table  XV-2)  and  the 
proportion  of  county  indigent  health  care  funds  spent  on  long-term  care  (see 
Table  XV-4). 

The  long- term-care  cost  data  used  here  are  estimates.    These  estimates 
are  based  on  the  percentage  of  county  expenditures  in  SFY  1980-81  accounted 
for  by  long-term  care,  as  reported  in  an  Arizona  Association  of  Counties 
survey  conducted  in  September  1981.    The  percentages  were  then  applied  to 
the  SFY  1980-81  county  expenditures  reported  by  the  Auditor  General  in 
May  1982.    The  figures  reported  by  the  Auditor  General  were  used  as  the 
basis  for  calculating  the  county  contributions  to  AHCCCS.    The  figures  for 
total  expenditures  differed  from  those  reported  in  the  Arizona  Association 
of  Counties  survey,  and  in  some  cases  the  differences  were  substantial. 
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Therefore,  it  may  not  be  appropriate  to  apply  percentages  from  one  survey  to 
data  from  another.    These  estimates,  then,  should  be  regarded  cautiously. 

The  mean  cost  per  client  is  affected  by  such  factors  as  the  levels  of 
care  covered  by  the  county  and  the  arrangements  for  payment.    Counties  with 
among  the  highest  mean  costs  were  Santa  Cruz  and  Gila.    Both  of  these 
counties  used  only  skilled-nursing  beds.    However,  Greenlee  and  Graham 
Counties,  which  also  placed  patients  only  in  skilled-nursing  beds,  had  costs 
that  were  not  unusually  high.    The  counties  that  operated  their  own 
facilities  (Gila,  Pima,  and  Pinal)  also  had  among  the  highest  mean  costs. 
In  contrast,  Mohave,  which  paid  billed  charges,  had  the  lowest.  The 
limited  availability  of  facilities  in  some  areas  may  reduce  the  cost-saving 
potential  of  contract  rates.    The  health  services  director  in  Santa  Cruz 
County  termed  the  county's  bidding  process  for  establishing  contract  rates 
"a  farce"  because  there  is  only  one  nursing  home  in  the  county. 

The  proportion  of  the  county  Indigent-care  budget  spent  on  long-term 
care  is  determined  by  the  mean  cost  per  client,  the  number  of  long-term  care 
recipients  relative  to  the  total  number  of  1ndi gent-care  recipients,  and  the 
extent  of  other  indigent-care  services  available  through  the  county.  (The 
differences  between  counties  in  indigent  health  care  service  coverage  are 
discussed  in  the  second  section  of  this  chapter.)    The  relative  share  of 
county  indigent-care  expenditures  accounted  for  by  long-term  care  ranged 
from  10%  in  Apache  County  to  51%  in  Yavapai  County.    Although  Apache's 
average  cost  per  long- term-care  client  was  higher  than  that  of  Yavapai 
County,  Apache  had  a  small  long- term-care  population  and  the  highest  mean 
cost  per  client  for  total  indigent-care  expenditures  of  any  county.    For  the 
state  as  a  whole,  long-term  care  was  a  major  component  of  indigent-care 
expenditures,  accounting  for  29%  of  the  total. 

As  reflected  in  their  budgets  for  SFY  1983-84,  all  counties  except  Gila 
expect  to  incur  higher  long- term-care  costs  since  the  implementation  of 
AHCCCS,  despite  being  relieved  of  the  cost  of  medical  care  for 
long- term-care  patients.    (The  information  for  Gila  seems  open  to  question. 
The  Auditor  General's  figures  for  total  expenditures  in  SFY  1980-81  were  42% 
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higher  than  those  reported  in  the  Association  of  Counties'  survey. 
Therefore  the  methodology  used  for  estimating  pre-AHCCCS  long- term-care 
expenditures  may  have  produced  a  distorted  estimate.    In  addition,  in  a 
May  1984  telephone  interview  the  Gila  County  Hospital  controller  reported  a 
long-term-care  budget  of  $1,015,000.    These  discrepancies  suggest  that 
budget  information  is  not  being  reported  consistently.)    In  making 
comparisons,  it  should  be  remembered  that  budgeted  expenditures  may  differ 
substantially  from  actual  expenditures.    Cochise  County,  for  example, 
expects  to  exceed  its  long- term-care  budget  by  $1  million. 

The  amount  of  increase  varies  from  county  to  county.    Costs  in  Yavapai 
County  increased  by  only  10%,  while  those  in  Pinal  increased  by  264%. 
Although  AHCCCS  could  have  been  expected  to  produce  some  savings,  a  large 
decrease  in  county  costs  was  unlikely  because  medical  care  is  only  one 
component  of  the  cost  of  long-term  care.    Those  counties  whose  eligibility 
standards  were  below  those  established  by  AHCCCS  may  now  be  paying  for 
larger  numbers  of  patients  than  before  AHCCCS  as  a  result  of  the  requirement 
that  eligibility  criteria  be  set  no  lower  than  the  AHCCCS  MN  standards. 
Some  counties  also  report  increased  numbers  of  long- term-care  referrals.  In 
this  respect,  the  data  on  the  number  of  AHCCCS  long- term-care  eligibles  per 
county  are  confusing.    The  data  indicate  that  only  two- thirds  of  the  number 
of  former  county  eligibles  are  now  in  AHCCCS  long-term  care.    One  possible 
explanation  for  this  difference  is  that  patients  may  be  discharged  from 
long-term  care  before  the  end  of  the  60-day  transition  period  and, 
therefore,  would  remain  enrolled  with  a  regular  AHCCCS  plan.    However,  Santa 
Cruz  County,  for  example,  estimates  that  it  has  twice  the  number  of 
AHCCCS-el igible  long- term-care  patients  reported  by  AHCCCS. 

Expenditures  on  long-term  care  are  also  affected  by  changes  external  to 
AHCCCS.    These  include  shifts  in  county  population  and  changes  in  the 
availability  of  facilities.    The  Cochise  County  health  services  director, 
for  example,  attributed  much  of  the  county's  anticipated  increase  in 
expenditures  to  the  opening  of  a  new  skilled-nursing  facility  in  the  county. 
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Problems  in  Delivery  of  Long-Term-Care  Services  Under  AHCCCS 

Long-term  care  was  treated  as  an  afterthought  in  the  development  of  the 
AHCCCS  program.    The  policies  developed  were  pieced  together  in  an  attempt 
to  accommodate  the  existing  county  systems  while  remaining  compatible  with  a 
program  designed  for  acute  and  ambulatory  care.    As  a  result,  a  system  of 
unclear  responsibilities  and  potentially  conflicting  interests  was  created. 
Despite  the  complexity  of  relationships  in  this  system,  the  AHCCCS  laws  and 
regulations  offer  little  guidance  in  the  area  of  long-term  care. 

In  a  number  of  counties,  problems  have  apparently  not  materialized. 
Because  of  the  absence  of  organized  delivery  systems  prior  to  AHCCCS  in  all 
counties  except  Maricopa  and  Pima,  the  major  change  was  in  who  pays  for 
medical -care  services.    In  addition,  many  counties  have  an  extremely  small 
number  of  AHCCCS  long- term-care  patients,  so  that  problems  can  be  more 
easily  solved  on  a  case-by-case  basis.    In  Pinal,  where  the  county  operates 
its  own  nursing  facility  and  is  a  long-term-care  contractor,  problems  are 
avoided  by  circumventing  AHCCCS  and  treating  people  as  if  the  old  county 
system  were  in  place. 

At  the  same  time,  it  appears  that  some  of  the  indigent-care  departments 
are  focused  on  the  county  perspective  and  have  little  understanding  of  the 
interface  with  AHCCCS.    As  a  result,  they  would  have  no  way  of  knowing 
whether  certain  problems— such  as  the  failure  of  regular  AHCCCS  plans  to 
provide  medical  services  to  members  placed  in  long-term  care--have  arisen. 
Although  the  AHCCCS  office  itself  received  few  complaints  initially,  the 
number  is  increasing.    One  county  long- term-care  director  has  pointed  out 
that  the  low  volume  of  complaints  could  reflect  the  absence  of  formal 
complaint  mechanisms  rather  than  the  absence  of  problems.    Following  is  a 
description  of  problems  in  the  delivery  of  long-term  care  under  AHCCCS  as 
reported  in  discussions  with  county  officials  and  AHCCCS  staff,  and  in  an 
audit  of  AHCCCS  long- term-care  contractors  conducted  in  1983  by  the  Presidio 
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Group  (a  San  Francisco-based  consulting  group  which,  under  contract  to  MSGI, 
conducted  a  quality  assurance  audit  of  AHCCCS  long-term  care  plans): 


(1)  Fragmentation — Long-term  care  normally  requires  the  participation 
of  multiple  providers  and  organizations.    The  absence  of 
coordination  in  long-term  care  is  often  identified  as  one  of  the 
major  impediments  to  the  delivery  of  the  most  appropriate  care. 

As  long-term  care  is  organized  under  AHCCCS,  nothing  has  been  done 
to  improve  this  situation.    Indeed,  in  the  division  between 
county-covered  and  AHCCCS-covered  services  and  the  shifting 
responsibilities  for  providing  care,  several  new  levels  of 
fragmentation  have  been  institutionalized.    For  example,  Presidio 
Group  interviews  with  nursing-home  staff  uncovered  complaints  of 
difficulties  in  identifying  responsible  physicians.    Under  such  a 
system,  there  is  little  chance  of  developing  a  coordinated, 
mul tidiscipl inary  approach  to  treatment,  and  continuity  of  care  is 
unlikely. 

Despite  the  fragmentation  inherent  in  this  system,  there  are  few 
specifications  of  responsibilities  in  the  legislation  or 
regulations.    This  increases  the  likelihood  of  conflict  and  the 
possibility  that  certain  functions  will  not  be  performed  at  all. 
The  following  are  duties  for  which  no  clear  responsibility  has 
been  assigned: 

(a)  Arranging  for  fee-for-service  providers  in  areas  where  there 
is  no  long- term-care  contractor.    In  some  areas,  this  has 
been  a  serious  problem  because  delays  in  fee-for-service 
payments  have  made  providers  unwilling  to  serve  AHCCCS 
patients. 

(b)  Informing  all  relevant  parties  of  changes  in  a  patient's 
eligibility  status,  place  of  treatment,  and  provider  during 
the  course  of  long- term-care  treatment.    Failure  to  do  so  can 
produce  situations  where  a  patient  who  does  not  appear  on 
enrollment  rosters  is  being  covered  by  both  a  regular  AHCCCS 
plan  and  a  long- term-care  provider. 

(c)  Providing  guidelines  regarding  procedures  for  notification, 
assessment,  and  placement,  either  from  acute  to  long-term 
care  or  vice  versa. 

(2)  Transition  Period — The  use  of  a  transition  period  to  transfer 
responsibility  between  regular  and  long- term-care  providers 
creates  a  situation  where  there  is  a  "lame  duck"  provider  who  has 
no  incentive  to  provide  services  to  a  patient.    The  provision  of 
timely  and  appropriate  services  in  the  early  stages  of  treating 
long- term-care  patients  may  be  crucial  to  ensuring  that  the 
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highest  level  of  rehabilitation  possible  is  achieved.  However, 
because  the  providers  know  that  their  liability  will  end  in  the 
near  future,  they  have  no  incentive  to  provide  services  to 
patients.    It  may  also  be  difficult  for  the  regular  AHCCCS 
provider  to  care  for  the  patient  during  this  period  because  it  is 
sometimes  necessary  to  place  long- term-care  patients  outside  of 
their  area  of  residence.    The  potential  for  such  problems  is 
increased  by  the  absence  of  standards  regarding  quality  of  care  or 
frequency  of  visits.    As  a  result,  not  only  may  the  patient's 
quality  of  life  be  affected,  but  the  overall  costs  of  long-term 
care  to  both  AHCCCS  and  the  counties  may  increase. 

According  to  the  Presidio  Group,  plan  administrators,  nursing-home 
staff,  and  social  service  agency  staff  reported  that  patients  are 
rarely  seen  by  their  plan  physician  during  the  transition  period. 
A  review  of  medical  records  confirmed  this,  although  some 
exceptions  were  found.    Unless  the  patients  were  picked  up  by 
medical  staff  from  the  county,  the  facility,  or  the  new 
contractor,  they  were  rarely  seen.    According  to  county  officials, 
a  few  nursing  homes  have  refused  to  accept  AHCCCS  patients  as  a 
result  of  difficulties  experienced  in  obtaining  medical  care  for 
patients  and  authorization  for  prescriptions.    One  county  reported 
having  serious  problems  with  a  particular  plan  during  the 
transition  period.    In  another  county,  problems  of  inadequate 
provision  of  medical  care  were  experienced  primarily  by  patients 
placed  at  the  supervisory  level  of  care. 

Dumpinc|--The  split  in  financial  responsibility  creates  the 
potential  for  patient  "dumping"  between  counties  and  AHCCCS 
providers.    Considerable  friction  may  be  created  because  the 
decisions  of  one  group  can  have  a  significant  impact  on  another. 
Transfer  of  a  patient  into  long-term  care  can  relieve  a  plan  of 
the  financial  liability  for  treating  an  expensive  chronic-care 
patient.    On  the  other  hand,  the  counties  may  wish  to  avoid 
accepting  a  person  who  will  be  an  expensive  long-term-care  patient 
because  of  budget  and  bed  constraints. 

The  Presidio  Group  report  found  that  there  was  no  way  of 
identifying  the  number  of  patients  caught  in  dumping  between  the 
counties  and  plans.    Two  counties  explicitly  identified  the 
increase  in  the  number  of  applications  for  long-term  care  that 
they  had  experienced  as  caused  by  patient  dumping.    Both  counties 
attempted  to  control  dumping  by  denying  eligibility.    In  neither 
of  these  two  counties  were  they  aware  of  what  happened  to  the 
patients  after  refusal  of  eligibility  nor  did  they  know  whether 
they  would  be  sued  as  a  result  of  the  denial.    The  AHCCCS  Division 
has  received  letters  from  providers  identifying  inappropriate 
hospital  days  caused  by  the  failure  of  a  county  to  place  a  person 
in  long-term  care  and  requesting  guidance  on  how  to  handle  the 
situation. 
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There  are  no  established  procedures  to  arbitrate  disputes  between 
counties  and  AHCCCS  or  AHCCCS  providers  regarding  county 
long- term-care  placement  decisions.    In  the  absence  of  such 
mechanisms,  it  is  not  clear  what  happens  to  patients.  Patients 
may  be  discharged  into  the  community,  where  they  are  unlikely  to 
receive  supportive  services.    Patients  may  stay  in  the  hospital  at 
the  expense  of  the  plans.    Or  patients  may  stay  in  the  hospital, 
but  the  plans  may  refuse  to  pay  for  the  additional  days.    In  these 
cases,  it  is  not  clear  who  will  be  liable  for  the  cost  of  these 
days-- the  hospitals,  the  counties,  or  AHCCCS. 

(4)    Eligibility  and  Enrollment  Problems— Because  of  differences 

between  county  and  AHCCCS  eTTgTFTWty  standards,  a  person  may  be 
eligible  for  county  long-term  care  without  being  eligible  for 
AHCCCS  services.    Although  most  long- term-care  patients  will 
eventually  spend  down  their  resources  so  that  they  are  eligible 
for  AHCCCS  coverage,  the  differences  in  eligibility  standards  may 
mean  that  there  will  be  an  additional  shift  in  responsibility  for 
care. 

Long- term-care  patients  are  subject  to  the  eligibility  and 
enrollment  problems  found  throughout  the  AHCCCS  system.  These 
have  been  compounded  by  errors  that  occurred,  particularly  during 
the  first  year,  when  people  were  mistakenly  enrolled  with  regular 
AHCCCS  plans  rather  than  with  AHCCCS  long- term-care  providers. 
Delays  as  long  as  50  days  were  reported  before  the  correct 
provider  was  identified.    Long- term- care  contractors  interviewed 
for  the  Presidio  Group  audit  said  that  they  provided  care  at  their 
own  expense  when  there  was  confusion  about  eligibility  and 
enrollment  status.    The  counties  report  that  some  patients 
received  no  care  during  these  periods. 

The  Presidio  Group  report  also  noted  that  quality  assurance  systems 
among  long- term-care  contractors  were  either  absent  or  consisted  primarily 
of  utilization  review.    This  is  a  problem  common  to  most  AHCCCS  providers, 
not  just  those  for  long-term  care  (see  Chapter  XVI). 


Proposed  Changes  in  the  Delivery  of  Long-Term  Care 

To  a  large  extent,  because  of  the  attention  focused  on  the  serious 
problems  within  AHCCCS,  long-term  care  has  remained  a  neglected  issue. 
Although  the  current  system  is  not  considered  optimal,  an  explicit  choice 
was  made  at  the  state  level  to  delay  major  policy  decisions  regarding 
long-term  care  until  after  conclusion  of  the  demonstration.    However,  some 
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attention  has  been  given  to  long-term  care  under  AHCCCS,  and  recommendations 
have  been  produced  by,  or  are  forthcoming  from,  four  sources.  The 
perspectives  range  from  short-term  refinements  of  AHCCCS  rules  and 
regulations  to  long-term  changes.    Proposals  from  these  four  sources  are 
discussed  separately. 


AHCCCS  Long-Term  Care  Advisory  Committee 


In  1983,  the  AHCCCS  office  organized  a  committee  to  make 
recommendations  in  response  to  problems  that  had  arisen  in  the  delivery  of 
AHCCCS  services  to  residents  of  long-term-care  facilities.    The  committee 
included  representatives  of  the  counties,  the  Arizona  Nursing  Home 
Association,  the  Department  of  Economic  Security,  and  the  Department  of 
Health  Services. 


The  committee  addressed  problems  with  the  AHCCCS  statutes  and 
regulations  in  the  following  areas  and,  in  several  of  these,  separate 
recommendations  were  proposed  by  the  committee  and  by  AHCCCS  staff: 

(1)  Definition  of  long-term  care— The  committee  recommended  that 
long-term  care  should  be  defined  individually  by  each  county; 
AHCCCS  staff  recommended  that  it  be  defined  as  skilled, 
intermediate,  personal,  supervisory,  and  adult  foster  care. 

(2)  Delineation  of  county,  state,  and  AHCCCS  provider  1  iabil i ties—The 
AHCCCS  staff  developed  a  list  of  specific  services  to  be  excluded 
from  AHCCCS  coverage  when  provided  in  long-term-care  settings, 
rather  than  defining  AHCCCS-covered  services  in  terms  of  acute  or 
medical  care.    The  staff  also  recommended  that  the  counties  be 
liable  for  the  cost  of  routine  hospital  services  (room  and  board 
and  nursing  care)  if  the  5-day  rule  is  violated.    The  committee 
recommended  that  counties  not  become  liable  until  placement  is 
made. 

(3)  Frequency  of  visit  standards—The  committee  and  staff  considered 
this  a  quali ty-of-care  question  and  saw  such  decisions  as  a 
responsibility  of  the  primary  care  physician. 

(4)  Procedures  for  resolving  disagreements  between  counties  and 
plans—The  committee  and  staff  recommended  that  final  decisi on s 
regarding  long- term-care  placement  should  rest  with  the  counties 
and  the  counties  should  be  required  to  distribute  their  appeals 
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procedures  to  plans.    The  staff  also  proposed  that  contractors  be 
allowed  to  appeal  to  the  AHCCCS  Administrator. 

(5)  Eligibility  redetermination  for  long- term-care  patients--The 
committee  and  staff  recommended  that  redetermination  be  conducted 
annually. 

(6)  Length  of  the  transition  period,  responsibility  for  provision  of  . 
services  during  the  transition  period  if  the  long- term-care 
facility  is  outside  the  provider's  service  area,  and  procedures  to 
be  followed  in  transferring  patients  to  and  from  long-term 

care- -The  committee  recommended  that  the  transition  period  be 
abol ished,  while  the  staff  proposed  that  it  be  retained  in  areas 
without  long- term-care  contractors.    The  regular  plan  would  be 
responsible  for  providing  services  regardless  of  where  the  member 
is  placed.    The  staff  also  made  specific  recommendations  regarding 
notification  procedures  in  the  transfer  of  long- term-care  patients. 

There  was  no  indication  as  of  May  1984  which,  if  any,  of  these  changes  would 
be  incorporated  in  third-year  contracts  and  rules. 


Presidio  Group  Report 


As  part  of  its  responsibility  for  quality  assurance  activities  and 
annual  medical  audits  of  AHCCCS  plans,  MSGI  contracted  with  the  Presidio 
Group,  a  San  Francisco  consulting  group,  to  conduct  an  audit  of  AHCCCS 
long- term-care  contractors.    The  Presidio  Group  report,  completed  in 
December  1983,  included  short-term  and  long-term  recommendations.  These 
were: 

(1)  Remove  the  exclusion  of  long-term  care  from  AHCCCS. 

(2)  Require  all  plans  to  cover  long-term,  acute,  and  ambulatory  care 
services  so  that  a  single  provider  will  be  at  risk  for  all  members. 

(3)  Abolish  the  transition  period,  transferring  responsibility  to  the 
long- term-care  contractors  immediately. 

(4)  Establish  AHCCCS  program  standards  that  would  require  all  plans  to 
develop  a  service  system  to  maximize  the  potential  for 

rehab il itation. 

The  first  two  recommendations  were  intended  as  fundamental  changes  in 
the  program.    They  were  based  on  the  assumption  that  it  is  untrue  that 
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providers  cannot  assume  risk  for  long- term-care  patients  and  that,  as  an 
experiment,  AHCCCS  provides  a  good  opportunity  to  test  prepayment  of 
long-term  care.    In  addition,  including  long-term  care  and  abolishing 
special  long- term- care  contractors  would  capture  federal  monies  for  the 
state  and  end  problems  of  fragmentation.    The  third  and  fourth 
recommendations  were  designed  to  improve  the  current  system.    They  were 
intended  to  make  the  transition  between  plans  smoother,  remove  incentives 
for  patient  dumping,  and  impose  program  standards  on  providers. 

Shortly  after  the  publication  of  the  audit,  a  news  release  was  issued 

by  the  AHCCCS  Division  announcing  that  abolition  of  the  transition  period 

was  being  considered.  However,  no  action  has  been  taken  since  this 
announcement  was  made. 

Counties 

Because  problems  concerning  eligibility  and  enrollment  procedures  have 
been  so  crucial  for  counties,  they  have  given  little  attention  to  long-term 
care.    It  has  also  been  difficult  for  the  counties  to  develop  a  unified 
proposal  because  they  are  divided  in  their  positions  on  long-term  care. 
Some  counties  consider  it  critical  that  all  components  of  long-term  care  be 
incorporated  in  a  statewide  program,  both  so  that  federal  Medicaid  funds  can 
be  captured  and  so  that  an  integrated  service  delivery  system  can  be 
developed.    Other  counties  have  a  great  distrust  of  AHCCCS  and  consider  the 
program  to  be  in  such  disarray  that  delivery  of  services  to  long- term-care 
patients  would  be  undermined  if  they  were  included  in  AHCCCS. 

Although  the  counties  have  not  produced  any  collective  proposals  on 
long-term  care,  Maricopa  and  Pima  Counties  produced  a  joint  position  paper 
on  long-term  care  in  December  1982.    In  that  paper,  they  proposed  that 
long-term  care  be  incorporated  into  AHCCCS.    They  suggested  that  the  design 
of  the  long- term-care  program  include  prepaid  capitation  financing, 
private-sector  patients,  and  use  of  gatekeepers.    However,  they  contended 
that  the  characteristics  and  needs  of  the  long- term-care  population  are 
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sufficiently  different  from  those  of  the  regular  indigent  population  that 
the  continuum  of  services  provided  to  each  should  be  treated  as  separate 
systems  under  AHCCCS.    They  proposed  that  institutional  and  alternative 
treatment  settings  be  included  in  a  package  incorporating  core  and  optional 
services.    Finally,  several  implementation  options  were  presented.  These 
ranged  from  a  system  in  which  the  state  would  pass  all  funds  through  to  the 
counties,  who  would  arrange  for  all  services,  to  one  in  which  the  state 
would  continue  to  contract  on  a  prepaid  basis  as  under  the  current  AHCCCS 
program,  to  one  in  which  the  state  would  purchase  services  separately  from 
individual  vendors. 

Pritzlaff  Commission  on  Long-Term  Care 

The  Pritzlaff  Commission  was  organized  to  develop  recommendations  for  a 
comprehensive  approach  to  establishing  a  long- term- care  delivery  system  in 
Arizona.    It  was  funded  in  June  1983  by  the  Flinn  Foundation  at  the  request 
of  the  Governor  and  the  health  committees  of  the  legislature.  The 
commission,  chaired  by  former  Arizona  State  Senator  John  C.  Pritzlaff,  Jr., 
is  charged  with  examining  the  issues  of  the  financing  and  organization  of 
long-term  care  in  Arizona.    The  funding  of  the  Pritzlaff  Commission  was  an 
outgrowth  of  the  decision  not  to  address  the  problem  of  long-term  care 
during  the  AHCCCS  demonstration.    The  commission  is  addressing  institutional 
and  noninstitutional  services  and  both  public-  and  private-pay  populations. 
Although  the  commission's  mandate  is  not  limited  to  indigent  populations,  it 
was  agreed  that  it  would  attempt  to  develop  recommendations  that  would  be 
compatible  with  AHCCCS.    In  particular,  the  general  focus  is  on  proposing 
solutions  that  would  be  helpful  in  designing  a  prepaid,  capitated  system  of 
long-term  care.    A  final  report  was  due  in  June  1984. 
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Impact  of  AHCCCS  on  County  Systems  for  Delivery 
of  Indigent  Health  Care  Services 

Responsibility  for  health  care  to  indigents  has  traditionally  been 
delegated  to  the  counties.    Counties  have  been  responsible  for  determining 
who  is  eligible  for  indigent-care  benefits  and  for  arranging  for  the 
provision  of  care.    Prior  to  the  implementation  of  AHCCCS,  Arizona  was  the 
only  state  in  the  nation  that  remained  without  a  Medicaid  program.  Until 
the  advent  of  AHCCCS,  Arizona  maintained  a  system  of  locally  controlled  and 
financed  health  care.    Each  of  the  counties  could  establish  its  own 
eligibility  criteria  and  develop  an  Individual  program  of  service  coverage. 
There  was  substantial  variation  from  county  to  county  in  eligibility  and 
services.    The  AHCCCS  program  was  a  response  to  the  inequities  created  by 
the  differences  in  county  programs  and  to  the  financial  crisis  experienced 
by  the  counties,  which  was  caused  partly  by  their  obligation  to  provide 
health  care  to  indigents. 

In  analyzing  the  differences  between  the  counties  in  terms  of  the 
impact  of  AHCCCS  on  their  systems  for  delivering  indigent  health  care 
services,  there  appear  to  be  two  relevant  dimensions:    (1)  pre-AHCCCS 
eligibility  criteria  and  service  coverage  In  relation  to  those  established 
for  AHCCCS  and  (2)  the  pre-AHCCCS  system  used  for  delivering  indigent  health 
care  services.    The  first  dimension  determines  what,  if  any,  residual -care 
responsibilities  are  borne  by  the  county.    Counties  that  have  such 
responsibilities  may  be  required  to  serve  people  ineligible  for  AHCCCS.  The 
second  dimension  is  important  because  the  way  in  which  a  county  responds  to 
change  will  be  affected  by  the  type  of  system  in  place  beforehand.  Table 
XV-5  summarizes  these  characteristics  of  the  pre-AHCCCS  county  delivery 
systems.    These  dimensions  are  discussed  in  greater  detail  in  the  following 
subsections  on  pre-AHCCCS  county  eligibility  levels,  covered  services, 
systems  for  delivery  of  indigent  health  care  services,  number  eligible  and 
served,  and  cost  of  county  indigent  health  care.    They  will  also  be  referred 
to  throughout  the  discussion  of  post-AHCCCS  county  indigent  health  care. 
The  discussion  of  post-AHCCCS  county  indigent  health  care  is  divided  into 
four  parts:    county  responsibilities,  systems  for  the  delivery  of  health 


XV-29 


U 

> 

o 

1 — 

<u 

l/l 

m 

01 

C7I  C 

L. 

TO 

-C 

a. 

CJ 

Outpa 

to  i/>  «i 

0)  O  o  O  O  O) 
>-  Z  Z  Z  Z  >-  Z 


OOoiOOOOOi 
22V222I>- 


O 
X 


a: 
o 


>• 

to 


I  z 

>■ 

X  O 

o 

01 

.0  <_) 

■a  cj 
»-  cj 

«t 

i 


co 

— « 

t— 

1 — I 

at 

Ui 

i- 

o 

< 
CJ 
a 


</)<!)> 

«M    L.  O 

C  U.  L 

<u  a. 

•r- 

•«~  S  o 

u  5 

<D  • —  o> 

tie  r—  O 

o 

f 

O 

Ul 

It 

t/t  *r— 

*«— 

C  > 

o 

.C   (0  C 

**™  ^ 

o  */) 

3E  •«— 

> 

"2  £  c 

4->  Q.  <v- 

P  J"j  !■? 

- 

Tp»  t> 
*_   5  ^« 

o 

C    >    — ■ 

** 

O  'r~  ^3 

I — ) 

I— 

4^> 

4^ 

co 

,  Irt 

o  OJ 

x:  u 

4_> 

•r-   u  > 

I3t  •»—  C 

C  d» 

73  .j—  i/) 

+_>  4_» 

O  C 

<0   4>  4* 

C.  ■«->  •»— 

c  >  *o 

Q  Q 

CJ    C  4-> 

<0 

*J 

p 

<U  O 

+■»  31 

v. 

O  3 

O 

o 

kft 

* 

o>  CJ 

> 

U  CJ 

•p-  CJ 

—J 

>  a: 

i-  < 

0) 

<D 

u 

CO  "O 

a> 

> 

■o  "O 

aj  oj 

<u 

u  a> 

CO 

a>  o 

>  x 

"CJ 

O  LkJ 

c 

CJ 

UJ  T3  # 

!  

■r-  qj  co 

k.  "U  CJ 

i3 

a>  a>  o 

4-»   0)  CJ 

cn 

•r-    U  I 

■e— 

UJ 

-U 

CJ  LU 

a>oo»ooo>^ooo)Oooo*o 
>-z>-zz>-zzz>-zzz>-z 


o  o*  O  O  O  O  ~v 


OCOOOOIOO 

zzzzz>-zz 


tO  4/1  '< 

o  o>  O  O  OJ  o  \ 

z  >-  z  z  >-  z  z 


OOOOOOOO) 

zzzzzzz>- 


o  o  o  o»  o  o 


(/)   4/1  l/t  U) 

0J0*O0»0)OOO 

>->-z>->-zzz 


Ul   U)   v)  l/l 

o  oi  a*  oi  oi 


4/)    4/1    CO    t/|  (/> 

o  o  4/  o»  o»  a/  o» 

z  z  >->->->-  >- 


i/>  <         l/l         VI  U) 

OOq/OOO^OOlOOO/O 

zz>-zzzzz>-z>->-z 


01  O 


N 
3 

O  OI        TO  L- 

oi  c  o>  +    a.  cj 

OI4/l<r-         E  »—   N  O   01  O  <T3 

j:-»-c      <d  c  <a  u  >  ••-)     r-  <a  o. 
ujCOo£H)a.,'-*«>sni+J«i 
«  u  ui-  n  oi  i-f>Ecc>i 
aoO'rL.L.QioOa-F'Faia: 
<CJCJC3CDCD_lXXZa.Q-C0>-; 


• 

4/1 

OI 

OI 

2 

'1— 

o 

4— 1 

~~ 

IO 

o 

u 

0/ 

L. 

■ 

ID 

r— 

*0 

4/1 

>> 

0) 

> 

01 

■o 

r— 

01 

c 

01 

• 

Oi 

g 

> 

o 

GO 

o 

<J 

CTi 

u 

c 

OI 

•r— 

>> 

L. 

L. 

IO 

ID 

01 

JZ 

"O 

C7I 

■o 

c 

c 

•0 

J= 

IO 

4V0 

>. 

f— 

CJ 

•t— 

CJ 

t. 

CJ 

Q. 

X 

< 

* 

E 

1/1 

4/1 

o 

L. 

s 

o 

44- 

•4-J 

U 

T> 

X 

OI 

■S 

CJ 

k. 

c. 

•r— 

u 

o 

T} 

#— 

it- 

o 

• 

u> 

K 

T3 

OI 

0/ 

0» 

CD 

U 

♦> 

id 

01 

c 

> 

c. 

Oj 

01 

c 

«B 

E 

O) 

Ol 

OI 

<o 

4/t 

£ 

U 

CL 

k. 

£ 

E 

OI 

*» 

* 

■r— 

AO 

t— 
IO 

4rt 

Ol 

T5 

c 

X 

o 

OI 

4/1 

>> 

u 

CO 

L. 

4-» 

■f— 

CJ 

Ol 

c 

> 

CJ 

o. 

3 

L. 

CJ 

O 

OI 

X 

OI 

4J 

4/1 

< 

cn 

T3 

01 

L. 

c 

C 

L. 

01 

•»— 

IO 

<o 

4J 

l/l 

u 

<4- 

— 

1 

<D 

L. 

4/1 

p 

O 

Ol 

C 

m 

44- 

01 

m 

*-> 

CO 

>l 

c 

1 

r— 

3 

O) 

C 

o 

c 

o 

CJ 

o 

CO 

n- 

CJ 

o 

c 

CJ 

<o 

3 

CJ 

c 

c 

X 

o 

o 

■o 

«t 

it 

+J 

■M 

*> 

•4/1 

IO 

3 

<o 

■o 

♦-> 

L. 

0/ 

u 

■r— 

O 

Oi 

o 

♦J 

4J 

to 

in 

l_ 

X 

to 

c 

o 

OI 

< 

•T— 

u 

c 

ID 

01 

0J 

c 

■c 

> 

o 

3 

*J 

Oi 

IM 

r— 

o 

(J 

c 

c 

c 

«t 

•p— 

40 

to 

<-> 

X 

o 

40 

c 

Kl 

23 

Oi 

IO 

u 

4/1 

Q_ 

Ol 

c 

Oi 

3 

o 

(0 

o 

o 

— 1 

UJ 

co 

XV-30 


care  services  to  the  indigent,  numbers  eligible  and  served,  and  the  cost  to 
the  county. 

Pre-AHCCCS  County  Indigent  Health  Care 

Eligibility  Levels 

Prior  to  AHCCCS,  there  was  substantial  variation  between  counties  in 
their  eligibility  limits.    Eligibility  was  based  on  household  income  and 
assets.    Table  XV-6  presents  1981  annual  income  eligibility  criteria  for 
indigent  health  care  by  county.    (Pre-AHCCCS  standards  are  available  for 
only  14  counties  because  La  Paz  was  not  incorporated  until  1983.) 

As  Table  XV-6  shows,  the  minimum  standards  adopted  were  the  DES 
eligibility  criteria,  used  by  five  counties.    A  sixth,  Graham  County, 
basically  adopted  the  DES  standards,  but  applied  slightly  different  income 
criteria  to  single  parents  with  children.    The  remaining  counties 
established  more  generous  income  and  asset  criteria,  creating  eight  unique 
indigent-care  standards.    County  income  standards  for  a  single  person 
without  dependents  ranged  from  $2,100  in  those  counties  that  used  the  DES 
standards  to  $3,790  in  Coconino  County.    Differences  between  county  income 
standards  widened  as  family  size  increased  because  of  variation  in  the 
allowance  for  additional  dependents.    Table  XV-6  shows  that,  for  a  family  of 
four,  allowable  annual  income  could  be  as  low  as  $3,500  or  as  high  as  $7,450. 

The  counties  could  also  establish  different  limits  on  assets.  For 
example,  six  counties  permitted  indigents  to  own  property  with  a  maximum 
value  of  $10,000,  while  three  placed  a  $30,000  ceiling  on  property  value. 

Maricopa  County  was  unique  in  that  it  had  a  part-pay  category,  to  which 
higher  income  standards  were  applied.    These  people  were  charged  for 
services  on  a  sliding-fee  scale.    Maricopa  differed  further  from  the  other 
counties  because  it  used  a  declaratory  system  of  eligibility  determination 
and  did  not  require  verification  of  income  or  assets. 
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Table  XV-6 


ANNUAL  INCOME  ELIGIBILITY  CRITERIA  FOR 
INDIGENT  HEALTH  CARE,  BY  COUNTY,  1981 


Single  Person  Family  of  Four 


County 

(Dollars  per  Year) 

(Dollars  per  Year) 

Apache 

$2,100 

$3,500 

Cochise 

2,100 

3,500 

Coconino 

3,790 

7,450 

Gila 

2,100 

3,500 

Graham 

2,100 

3,500 

(3,180)* 

Greenlee 

2,800 

5,200 

Maricopa* 

2,100 

3,500 

Mohave 

3,360 

6,780 

Navajo 

2,788 

4,629 

Pima 

3,360 

5,592 

Pinal 

3,080 

4,713 

(3,388)** 

Santa  Cruz 

2,100 

3,500 

Yavapai 

3,420 

5,580 

Yuma 

2,901 

4,839 

PES  standards 

2,100 

3,500 

AHCCCS  MI  standards 

2,500 

4,183 

AHCCCS  MN  standards 

3,200 

5,354 

★ 

Single  parent  with  three  children. 

+Higher  income  eligibility  criteria  used  for  part-pays. 

Single  over  age  60. 

Source:  Arizona  Association  of  Counties. 
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In  comparison,  for  non-categorically  eligible  AHCCCS  recipients,  the 
maximum  income  and  asset  standards  are  those  established  for  the  medically 
needy.    An  MN  individual  is  permitted  a  maximum  annual  income  of  $3,200, 
$30,000  in  property,  and  $5,000  in  liquid  assets.    These  standards  are 
exceeded  in  five  counties:    Coconino,  Mohave,  Pima,  Pinal,  and  Yavapai.  In 
Pinal  County,  the  AHCCCS  standards  are  exceeded  only  for  single  persons  over 
age  60,  whom  the  county  permitted  slightly  higher  income  limits.  Six 
counties  had  income  standards  below  the  $2,500  established  for  the  AHCCCS 
medically  indigent    (MI)  population:  Apache,  Cochise,  Gila,  Graham, 
Maricopa,  and  Santa  Cruz. 

Covered  Services 

County  systems  also  varied  considerably  in  the  range  of  services 
provided  to  indigents.    Table  XV-7  shows  the  health  care  services  provided 
to  indigents,  by  county,  as  of  1981.    Each  county  is  unique  in  the  specific 
package  of  services  provided.    All  counties  covered  inpatient 
hospitalization,  outpatient  services,  long-term  institutional  care,  pharmacy 
services,  and  emergency  transportation.    Other  commonly  provided  services 
were  physical  therapy  (covered  in  13  counties)  and  maternity  and  podiatry 
services  (each  covered  in  12  counties).    The  services  covered  in  the  fewest 
counties  were  hearing  aids,  routine  transportation,  and  family  planning 
services.    The  broadest  range  of  benefits  were  provided  in  Coconino, 
Maricopa,  and  Pinal  counties.    Apache,  Greenlee,  and  Navajo  counties  covered 
the  fewest  types  of  service. 

With  the  exception  of  long-term  institutional  care,  which  was  covered 
by  all  counties  and  is  excluded  from  AHCCCS,  10  counties  had  service 
packages  that  exceed  AHCCCS  services.    The  counties  that  offered  more 
limited  services  than  AHCCCS  were  Apache,  Greenlee,  Mohave,  and  Navajo. 
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Systems  for  Delivery  of  Indigent  Health  Care  Services 


The  counties  also  varied  greatly  in  the  arrangements  used  for 
delivering  and  reimbursing  indigent  health  care  services.  The 
characteristics  of  the  different  systems  were  summarized  in  Table  XV-5 
above.    The  counties  can  be  divided  into  two  broad  categories  in  terms  of 
the  systems  used  for  delivering  services:    those  that  operated  county 
hospitals  and  those  that  did  not.    Among  the  counties  that  did  not  own  a 
hospital,  services  were  purchased  from  the  private  sector. 

Three  types  of  systems  were  used  to  purchase  physician  services. 
Recipients  were  either  allowed  free  choice  of  physicians,  restricted  to 
using  certain  physicians,  or  required  to  receive  services  at  outpatient 
clinics.    The  counties  also  differed  depending  on  whether  they  paid  billed 
charges  or  paid  set  rates.    (The  arrangements  used  by  counties  for  providing 
long- term- care  services  are  described  in  the  first  section  of  this  chapter.) 

Five  counties  operated  county  hospitals:    Gila,  Maricopa,  Mohave,  Pima, 
and  Pinal.    Nearly  all  inpatient  services  were  provided  through  the  county 
facilities.    Any  specialized  services  not  available  through  the  county 
hospital  were  purchased  from  outside  sources.    The  nine  other  counties 
purchased  inpatient  services  from  private  hospitals.    With  one  exception, 
all  the  counties  paid  billed  charges;  Cochise  County  paid  a  per  diem  rate 
for  inpatient  services. 

The  arrangements  for  providing  outpatient  services  were  more  varied. 
In  the  five  counties  that  owned  hospitals,  recipients  were  restricted  to 
receiving  care  through  hospital  outpatient  departments.    In  five 
counties—Apache,  Coconino,  Greenlee,  Navajo  and  Yavapai — recipients  were 
permitted  free  choice  of  physician.    In  Apache,  Greenlee,  and  Navajo 
Counties,  the  county  paid  billed  charges  for  services,  while  in  Coconino  and 
Yavapai  Counties  a  fee  schedule  was  used.    The  remaining  counties  restricted 
recipients  to  receiving  services  from  certain  clinics  or  physicians.  In 
Graham  and  Yuma  Counties,  services  were  provided  through  arrangements  with 
clinics.    In  Yuma,  services  were  available  only  through  one  clinic,  to  which 
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the  county  paid  billed  charges.    Graham  County  contracted  with  several  local 
clinics,  which  bid  to  provide  physician  services  at  a  flat  annual  rate.  The 
rate  paid  was  not  tied  to  the  number  of  patients  seen  or  the  number  of 
services  provided.    The  clinics  were  permitted  to  retain  any  third-party 
payments,  such  as  Medicare,  recovered.    Santa  Cruz  County  contracted  with 
physicians  who  bid  for  fee-for-service  rates. 

Cochise  County  used  both  physicians  and  clinics.    The  county  was 
divided  into  five  districts,  in  each  of  which  primary  care  services  were 
delivered  by  a  clinic  or  physician  under  contract  to  the  county.  The 
primly  care  providers  were  paid  a  quarterly  capitated  amount  based  on 
estimates  of  the  number  of  county  indigents  in  the  district  at  the  beginning 
of  the  quarter.    The  capitated  rates  were  negotiated  individually  with  each 
provider,  who  entered  into  a  3 -year  contract  with  the  county.    The  county 
also  had  contracts  with  specialists  in  Phoenix  and  Tucson,  who  were  paid  75% 
of  billed  charges.    In  combination  with  its  use  of  a  per  diem  rate  for 
hospital  services,  the  county  characterized  the  system  as  its  version  of 
prepaid  health  care.    The  program  was  developed  in  response  to  budget 
pressures  caused  by  rising  costs  of  indigent  health  care.    Although  the 
program  was  only  in  operation  for  a  few  years  before  the  implementation  of 
AHCCCS,  according  to  the  Cochise  health  services  director,  the  increase  in 
indigent  health  care  costs  had  begun  to  level  off  by  the  second  year  of  the 
program. 

Number  Eligible  and  Served 

The  preponderance  of  the  population  certified  as  eligible  for  indigent 
health  care  services  before  AHCCCS  resided  in  Maricopa  and  Pima,  the  state's 
two  urban  counties  (Table  XV-8).    Although  most  Arizona  residents  live  in 
Maricopa  or  Pima  County,  the  percentage  of  the  population  in  these  two 
counties  that  was  certified  as  eligible  for  indigent  care  services  was 
disproportionately  high.    Whereas  76%  of  the  total  Arizona  population  lived 
in  Maricopa  and  Pima  Counties  in  1980,  the  counties  accounted  for  82%  of  the 
certified  eligibles  in  1981.    (This  calculation  and  subsequent  ones  in  this 
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Table  XV -8 


ELIGIBILITY  FOR  INDIGENT  HEALTH  CARE  AND  NUMBER  SERVED,  BY  COUNTY 


Percent  of 

Number 

Number 

Percent  of 

Certified 

Certified 

Certified 

Total  Population 

El  igibles 

Eligible  for 

El igible 

Certified  Eligible 
(SFY  1980-81 )* 

Number  Served 

Served 

AHCCCS 

Counties 

(SFY  1980-81) 

(SFY  1980-81 ) 

(SFY  1980-81 ) 

(May  1984) 

Apache 

553 

1.1% 

235 

42. 5% 

7,965 

Cochise 

3,470 

4.0 

2,776+ 

80.0 

7,492 

Coconino 

2,372 

2.5 

1 ,887 

79.6 

5,642 

Gila 

1 ,906 

5.1 

1 ,906** 

100.0 

4,534 

Graham 

1,450 

6.3 

1 ,377++ 

95.0 

2,489 

Greenlee 

390 

3.4 

375 

96.2 

1 ,187 

Maricopa 

91 ,363-98,086 

5.7-6.1 

86,174 

87.9-94.3 

92,091 

Mohave 

1,566 

2.8 

1  ,235 

78.9 

3,880 

Navajo 

294 

0.4 

467 

158.8 

6,432 

Pima 

19,608 

3.7 

19,608** 

100.0 

33,952 

Pinal 

8,500*** 

9.3 

5,600*** 

65.9 

11 ,424 

Santa  Cruz 

645 

3.2 

645** 

100.0 

3,041 

Yavapai 

1,539 

2.3 

1 ,273 

82.7 

3,741 

Yuma 

2,355 

2.6 

2 ,684+++ 

114.0 

5,221**** 

All  counties 

136,011-142,734 

4.8-5. 1% 

126,242 

88.4-92.8% 

189,091 

Population  based  on  1980  Census. 

+Estimated  at  80%  of  certified  el igibles. 
*★ 

Because  of  certification  procedures,  number  served  is  equal  to  number  certified. 

++Estimated  at  95%  of  certified  el igibles. 
*** 

Estimated. 

++  Estimated  at  80%  of  certified  el igibles  plus  800  "other  el igibles." 
*** 

Number  includes  544  AHCCCS  el igibles  in  La  Paz  County. 

Sources:    Arizona  Association  of  Counties  and  State  AHCCCS  Division. 
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subsection  are  based  on  the  lower  estimate  of  certified  eligibles  in 
Maricopa. ) 

Approximately  5%  of  the  state's  total  population  were  certified 
eligible  to  receive  indigent  health  care  before  AHCCCS.    The  proportion  of 
the  population  certified  as  eligible  varied  widely,  from  9%  in  Pinal  County 
to  less  than  1%  in  Navajo  County.    Navajo  and  Apache  Counties  had  the  lowest 
proportion.    A  large  reservation  is  located  in  each  of  these  counties,  as  in 
Coconino,  which  had  the  fourth-lowest  proportion.    Counties  did  not  serve 
on-reservation  Native  Americans;  therefore,  a  large  percentage  of  the 
population  in  these  counties  was  not  eligible  for  county  services.  The 
different  county  rates  are  undoubtedly  also  accounted  for  by  differences  in 
eligibility  criteria  and  the  economic  status  of  the  population.  Cochise, 
Gila,  Graham,  and  Maricopa  were  among  the  counties  with  the  highest  rates, 
yet  all  used  the  most  restrictive  eligibility  criteria. 

Differences  between  counties  also  appeared  in  the  numbers  served  by  the 
counties  relative  to  the  number  certified  eligible.    Two  counties,  Navajo 
and  Yuma,  served  more  people  than  were  certified  eligible.    In  three 
counties,  because  of  the  certification  procedures  used,  the  number  certified 
was  equal  to  the  number  eligible.    The  rate  of  certified  eligibles  actually 
served  differed  substantially  among  the  remaining  counties.    In  Apache 
County,  only  43%  of  the  certified  eligibles  were  served,  while  in  Greenlee 
96%  received  county  services. 

Cost  of  County  Indigent  Health  Care  Services 

There  was  a  broad  range  in  county  expenditures  for  indigent  health  care 
(Table  XV-9).    The  difference  between  the  average  cost  per  client  served  in 
the  county  with  the  lowest  expenditures  (Graham)  and  the  county  with  the 
highest  (Apache)  was  nearly  fourfold.    When  the  costs  of  long-term  care  are 
excluded,  the  differences  become  even  greater.    The  data  presented  here  are 
those  reported  by  the  Auditor  General  for  use  in  establishing  the  base  for 
calculating  county  contributions  to  AHCCCS.    Other  surveys  of  pre-AHCCCS 
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Table  XV-9 


EXPENDITURES  FOR  INDIGENT  HEALTH  CARE  AND  AVERAGE  COSTS 
PER  CLIENT,  BY  COUNTY,  AS  REPORTED  BY  AUDITOR  GENERAL,  SFY  1980-81 


Average  Cost 
per  Client  Served 
Average  Cost  Exclusive  of 

Total  Costs      per  Client  Served        Long-Term  Care 
County  (Dollars)  (Dollars)*  (Dollars)* 


Apache 

$  698,807 

$2,974 

$2,764 

Cochise 

5,468,397 

1,970 

1,587 

Poconi  no 

1  805  566 

957 

788 

Gila 

3,282,323 

1,722 

1 ,216 

Graham 

1,046,075 

760 

555 

Greenlee 

372,211 

993 

629 

Maricopa 

65,866,159 

764 

578 

Mohave 

2,874,097 

2,327 

1,963 

Navajo 

812,016 

1 ,739 

1,295 

Pima 

34,756,220 

1,773 

1 ,204 

Pinal 

5,299,519 

946 

786 

Santa  Cruz 

1,109,988 

1,721 

1  ,255 

Yavapai 

3,087,749 

2,426 

1 ,474 

Yuma 

4,400,099 

1,639 

1,393 

All  counties 

$130,879,226 

$  1,037 

$  766 

Number  of  people  served  by  each  county  based  on  September  1981  survey  by 
Arizona  Association  of  Counties. 

+Costs  exclusive  of  long-term  care  are  estimated.    Long- term-care  costs  were 
estimated  by  applying  the  percentage  of  each  county's  total  costs  accounted 
for  by  long-term  care,  as  reported  in  October  1981  survey  by  Arizona 
Association  of  Counties,  to  total  costs  reported  by  Auditor  General. 

Source:    Majority  Leader's  Office,  Arizona  State  Legislature. 


XV-39 


county  expenditures  have  been  conducted  by  the  Arizona  Association  of 
Counties.    These  surveys  have  produced  data  which,  for  some  counties,  differ 
substantially  from  those  reported  by  the  Auditor  General.    It  is  not  clear 
which  figures  are  the  most  accurate.    It  appears  that  costs  are  accounted 
for  and  reported  differently,  both  from  county  to  county  and  from  one  survey 
to  another  by  the  same  county.    Therefore,  it  is  not  possible  to  place  a 
great  deal  of  confidence  in  any  set  of  figures,  and  conclusions  based  on 
this  information  should  be  made  cautiously. 

Many  factors  can  contribute  to  the  differences  between  counties:  the 
extent  of  service  coverage  provided,  the  mix  of  services  provided,  the 
reimbursement  arrangements  used,  and  the  local  cost  of  services.    It  is 
difficult  to  isolate  how  each  of  these  contributes  to  the  differences  in 
county  expenditures.    Apache  County,  which  had  a  fairly  limited  service 
package,  had  the  highest  per  capita  costs.    Maricopa  County,  which  was  one 
of  the  two  counties  providing  the  most  generous  coverage,  hao  the 
second-lowest  average  cost  per  client.    Maricopa  was  also  one  of  the 
counties  that  provided  services  through  a  county  hospital,  while  Apache 
allowed  recipients  freedom  of  choice  and  paid  billed  charges  for  hospital 
and  physician  services.    At  the  same  time,  Cochise  County,  which  made 
extensive  use  of  capitated  payments  and  negotiated  rates,  had  among  the 
highest  costs. 

County  Indigent  Health  Care  Under  AHCCCS 

County  Responsibilities 

Most  county  responsibilities  for  indigent  health  care  have  been 
absorbed  into  AHCCCS.    However,  several  substantial  commitments  remain.  As 
discussed  in  the  first  half  of  this  chapter,  the  counties  continue  to  pay 
for  long-term  care,  with  the  exception  of  AHCCCS-covered  medical  services. 
The  counties  are  also  responsible  for  financing  a  portion  of  the  costs  of 
AHCCCS  through  monthly  county  payments  to  the  program.    Finally,  under  the 
maintenance-of-effort  requirement,  counties  are  required  to  continue  serving 
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their  residual -care  population.    One  county  responsibility  that  is  not 
statutorily  required  is  that  of  serving  the  "notch  group."    The  "notch 
group"  includes  those  people  not  covered  under  public  or  private  insurance 
who  are  unable  to  pay  for  the  costs  of  their  medical  care.    The  sections 
that  follow  discuss  each  of  these  important  county  responsibilities:  county 
payments  to  AHCCCS,  residual -care  responsibilities,  and  the  "notch  group." 

County  Payments  to  AHCCCS 

Through  the  county  contributions,  approximately  35%  of  the  cost  of 
AHCCCS  is  borne  by  the  counties.    The  county  contributions  are  based  on  the 
lesser  of  county  actual  or  budgeted  indigent  health  care  expenditures  for 
SFY  1980-81  as  reported  by  the  Auditor  General.    During  the  first  year  of 
AHCCCS,  the  contribution  was  calculated  at  40%  of  this  base;  during  the 
second  year,  the  rate  increased  to  50%  of  the  same  base.    This  contribution 
commits  the  counties  to  continuing  to  fund  a  substantial  portion  of  their 
pre-AHCCCS  indigent  health  care  costs.    Some  of  the  counties  contend  that 
this  contribution  places  them  in  double  jeopardy.    To  the  extent  that  former 
county  indigents  are  not  enrolled  in  AHCCCS  and  continue  to  receive  care 
from  the  county,  the  county  pays  twice  for  their  care.    This  problem  was 
particularly  serious  during  the  first  months  of  AHCCCS,  when  large  numbers 
of  AHCCCS-el igible  people  were  refused  services  because  of  confusion  over 
their  eligibility  and  enrollment  status.    Because  instances  of  such 
confusion  now  occur  less  frequently,  some  counties  expect  their  total 
indigent  health  care  expenditures  to  be  less  in  SFY  1983-84  than  in 
SFY  1982-83.    Future  payments  will  be  based  on  the  number  of  AHCCCS 
enrollees  in  each  county.    Counties  with  large  Native  American  populations 
are  concerned  that  their  contributions  will  increase  substantially  because 
Native  Americans,  for  whom  they  did  not  pay  in  the  past,  will  now  be 
included  in  their  contribution  base. 


XV-41 


Residual -Care  Responsibil ities 


The  maintenance-of-effort  requirements  create  county  residual -care 
responsibilities  of  two  kinds:    eligibility  and  service.    Counties  are 
required  to  continue  serving  anyone  who  would  have  been  covered  under 
pre-AHCCCS  eligibility  standards  and  is  not  receiving  services  under 
AHCCCS.    Counties  are  also  required  to  continue  providing  all  services 
formerly  covered  under  the  county's  indigent  care  program.    Counties  that 
offered  services  not  covered  under  AHCCCS  must  still  provide  them  to  anyone 
who  would  have  been  county  eligible,  even  if  they  are  now  AHCCCS  eligible. 

Counties  vary  substantially  in  the  extent  of  their  residual -care 
responsibilities  because  of  large  differences  in  their  pre-AHCCCS 
eligibility  and  service  standards.    As  mentioned  previously,  all  counties 
share  a  residual -care  responsibility  for  institutional  long- term-care 
services,  with  the  exclusion  of  medical -care  services  covered  under  AHCCCS. 
Five  counties  have  residual -care  responsibilities  as  a  result  of  eligibility 
criteria  that  exceeded  those  established  for  AHCCCS  (Table  XV-5).  Excluding 
long-term  care,  10  counties  are  responsible  for  continuing  to  provide 
certain  services.    Of  these,  six  have  residual -care  responsibilities  for 
specific  services  only,  and  four  (Coconino,  Pima,  Pinal,  and  Yavapai 
Counties)  have  both  eligibility  and  service  responsibilities.    Coconino  is 
one  of  the  counties  most  affected  by  this  requirement,  since  it  had  generous 
pre-AHCCCS  eligibility  and  service  standards.    Mohave  County  has  eligibility 
responsibilities  only.    Apache,  Greenlee,  and  Navajo  Counties  have  neither 
eligibility  nor  service  responsibilities.    Although  La  Paz  was  not 
incorporated  until  after  AHCCCS,  county  eligibility  and  service  standards 
have  been  set  so  that  they  do  not  exceed  those  of  AHCCCS.    Therefore,  La  Paz 
also  does  not  have  eligibility  or  service  responsibilities. 

The  extent  of  county  residual -care  responsibilities  is  also  affected  by 
AHCCCS  regulations  regarding  retroactive  coverage  of  services  and  the  types 
of  services  covered  prior  to  enrollment  in  a  plan.    During  the  first  year, 
AHCCCS  paid  retroactively  for  emergency  services  provided  to  MI/MNs  during 
the  30-day  period  prior  to  the  date  on  which  the  eligibility  application  was 
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initiated.    The  counties  were  responsible  for  nonemergency  services  during 
these  30  days  and  for  all  services  prior  to  this  period.    The  counties  were 
liable  for  these  costs  because,  under  state  law,  a  person  is  presumed  to 
have  "inherent  eligibility"  for  county  coverage  regardless  of  whether  he/she 
has  applied  or  been  certified  eligible.    The  concept  of  "inherent 
eligibility"  does  not  extend  to  AHCCCS. 

On  October  1,  1983,  a  change  was  made  in  the  date  on  which  AHCCCS 
coverage  would  begin.    AHCCCS  coverage  of  services  began  on  the  date  on 
which  eligibility  was  determined,  not  on  the  date  the  eligibility 
application  was  initiated,  and  AHCCCS  retroactive  coverage  of  emergency 
services  began  only  5  days  prior  to  the  date  of  determination  (rather  than 
30  days  prior  to  the  date  of  application).    This  change  was  seen  by  the 
counties  as  increasing  their  potential  liability  for  care.    If  the 
eligibility  determination  was  not  made  by  the  county  within  5  days  of  an 
emergency  visit  or  hospitalization,  the  county  was  liable  for  the  cost  of 
care.    Recognizing  that  the  policy  created  the  possibility  of  a  major  cost 
shift  to  them,  the  counties  responded  by  substantially  increasing  their 
resources  for  eligibility  determination.    Legislation  that  took  effect  on 
May  15,  1984,  has  again  increased  the  county  exposure  for  care  by  reducing 
the  retroactive  coverage  period  to  1  day.    (See  "County  Eligibility  Role"  in 
Chapter  XIV  for  a  complete  discussion  of  these  issues.) 

The  1984  legislation  also  changes  the  number  of  months  over  which 
income  information  must  be  collected  in  order  to  calculate  average  annual 
income.    Originally,  the  calculation  was  based  on  the  previous  3  months  of 
income.    Following  a  Legal  Aid  suit,  this  time  was  decreased  to  1  month. 
The  May  1984  legislation  returned  the  period  to  3  months.    If  this  change 
reduces  the  number  of  MI/MNs  eligible  for  AHCCCS,  costs  will  be  shifted  to 
the  counties.    The  counties,  however,  do  not  believe  that  the  total  number 
of  MI/MNs  will  necessarily  be  decreased. 
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The  "Notch  Group" 


The  Arizona  State  Legislature  has  defined  the  "notch  group"  as 

"individuals  whose  income  is  above  income  eligibility  limits,  but  is  below 

p 

the  federal  poverty  guidelines."     Because  of  the  restrictiveness  of  the 

AHCCCS  eligibility  criteria,  an  individual  whose  income  falls  below  federal 

3 

poverty  guidelines  may  not  be  eligible  for  AHCCCS  coverage.     The  county 
criteria  are  also  sufficiently  restrictive  (even  in  counties  where  income 
limits  exceed  those  of  AHCCCS)  that  a  person  whose  income  is  below  the 
federal  poverty  line  may  still  be  ineligible  for  county  coverage.    Thus,  it 
is  possible  in  Arizona  to  be  poor  yet  ineligible  for  publicly  financed 
health  care.    Although  the  "notch  group"  as  identified  by  the  legislature  is 
defined  in  relation  to  federal  poverty  guidelines,  this  population  can  be 
expanded  to  include  any  uninsured  person  who  is  unable  to  afford  to  pay  for 
health  care. 

The  counties  are  not  required  to  care  for  the  "notch  group."  Pima 
County  has  interpreted  a  statute  as  specifically  forbidding  it  to  provide 
such  care.    Regardless  of  statutory  liability,  some  counties— those  that 
operate  county  hospitals — have  traditionally  provided  service  to  the  "notch 
group."    Although  "notch  group"  people  were  not  eligible  to  receive  care  as 
county  indigents,  those  who  appeared  at  county  facilities  were  rarely  denied 
service.    Counties  may  have  made  some  attempts  to  collect  payment  for  these 
services,  but  it  was  accepted  that  the  costs  would  be  largely  written  off  as 
bad  debt.    In  areas  without  county  facilities,  the  primary  source  of  care 
for  the  "notch  group"  was  private  charity.    Particularly  in  rural  areas, 
where  people  in  the  community  are  likely  to  know  each  other,  hospitals  and 
physicians  are  reluctant  to  deny  people  service  because  they  are  unable  to 
pay.    Some  services  have  been  provided  through  county  public  health  programs 
or  use  of  funds  from  federal  programs. 

It  is  difficult  to  identify  what  has  happened  to  the  "notch  group" 
under  AHCCCS  because  they  are  not  an  easily  defined  population  and  no  one 
has  explicit  responsibility  for  them.    Those  counties  with  hospitals 
continue  to  subsidize  care  for  the  "notch  group"  using  public  funds.  In 
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counties  without  hospitals,  most  directors  of  indigent  care  indicate  that 
the  "notch  group"  is  not  a  county  concern,  but  they  believe  that  care  is 
still  provided  through  private  charity.    However,  AHCCCS  may  have  indirect 
effects  on  the  ability  of  the  "notch  group"  to  receive  care. 

In  counties  where  the  private  sector  served  the  "notch  group,"  the 
competitive  environment  created  by  AHCCCS  may  make  providers  less  willing  to 
accept  the  cost  shift  represented  by  charity  care.    Providers  with  a  large 
bad  debt  to  finance  may  find  it  difficult  to  compete  effectively  in  the 
AHCCCS  bidding  process.    Two  changes  have  occurred  in  counties  with 
hospitals  that  make  it  more  difficult  for  the  "notch  group"  to  receive 
county  services.    These  are  efforts  by  counties  to  divest  themselves  of 
their  hospitals  and  policies  that  discourage  the  "notch  group"  from  coming 
to  county  facilities.    These  issues  are  discussed  more  extensively  in  the 
following  subsection. 

The  effects  of  AHCCCS  on  the  "notch  group"  will  probably  continue  to  be 

felt  most  strongly  in  those  counties  that  operate  hospitals.    To  the  extent 

that  these  counties  are  successful  in  reducing  their  liability,  the  "notch 

group"  will  be  forced  to  seek  care  from  the  private  sector.    Because  the 

public  sector  in  the  past  had  assumed  the  burden  of  caring  for  the  "notch 

group"  in  these  counties,  the  tradition  of  charity  care  among  the  private 

sector  may  not  exist  to  the  extent  that  it  does  elsewhere  in  Arizona.  In 

these  counties,  then,  it  may  be  particularly  difficult  for  the  "notch  group" 

4 

to  receive  care. 

System  for  Delivery  of  Indigent  Health  Care  Services 

The  impact  of  AHCCCS  on  county  systems  for  delivering  indigent  health 
care  services  varies,  depending  on  the  type  of  system  in  use  prior  to 
AHCCCS.    The  extent  of  county  residual -care  responsibilities  in  some  cases 
also  appears  to  affect  the  county  response.    In  this  subsection,  counties 
are  considered  in  two  groups— those  with  county  hospitals  prior  to  AHCCCS 
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and  those  without.  Within  these  groups,  the  varying  responses  are  described 
and  the  impact  of  differences  in  residual -care  responsibilities  are  examined. 

Counties  Operating  Their  Own  Hospitals 

Prior  to  AHCCCS,  five  counties  operated  their  own  hospitals:  Gila, 
Maricopa,  Mohave,  Pima,  and  Pinal.    AHCCCS  has  made  operating  a  county 
hospital  an  increasingly  large  financial  liability.    Because  of  the  shift  of 
former  county  indigents  to  private  providers,  county  hospitals  have  lost  a 
portion  of  their  patient  base.    The  loss  of  patients  has  been  offset  to  some 
extern:  in  Maricopa,  Pima,  and  Pinal  Counties  by  the  formation  of 
county-hospital -based  AHCCCS  plans.    However,  the  county  plans  have  captured 
only  a  portion  of  former  county  patients.    In  Maricopa  County,  a  financial 
crisis  was  precipitated  in  the  second  year  of  AHCCCS  when  the  Maricopa 
Health  Plan  was  not  awarded  a  contract  for  the  MI/MN  population.    As  a 
result,  the  hospital  lost  a  large  portion  of  its  patient  base  and  an 
estimated  $26  million  in  AHCCCS  funds.    Gila  and  Pinal  Counties,  both  rural, 
have  experienced  less  of  a  loss  of  patient  base  because  there  are  fewer 
hospitals  in  their  area  to  compete  for  patients. 

The  counties  that  own  hospitals  have  found  themselves  at  a  disadvantage 
for  several  reasons.    First,  it  is  more  difficult  for  these  counties  to 
adjust  their  delivery  system  to  their  diminished  caseload.    Despite  the  loss 
of  former  county  eligibles  to  private  AHCCCS  plans  and  the  resultant 
decrease  in  patient  base  and  revenues,  these  counties  must  continue 
subsidizing  the  county  hospital  while  also  bearing  a  portion  of  the  cost  of 
caring  for  these  people  through  the  county  contribution  to  AHCCCS.  Second, 
the  remaining  patients  tend  to  be  people  in  the  "notch  group."  Finally, 
some  counties  that  operate  hospitals  say  that  they  have  continued  to  care 
for  people  who  were  eligible  and  enrolled  in  AHCCCS.    When  eligibility  and 
enrollment  problems  cause  providers  to  deny  services  to  members,  as  they  did 
particularly  often  during  the  first  months  of  the  program,  former  county 
recipients  returned  to  the  county  hospital  for  service.    Thus  the  counties 
paid  twice  for  the  care  of  these  peopl e--first  through  the  county 
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contribution  to  AHCCCS  and  second  through  the  provision  of  free  care  at  the 
hospital . 

One  response  to  this  post-AHCCCS  financial  liability  has  been  attempts 
by  counties  to  divest  themselves  of  their  county  hospitals.    This  has 
occurred  in  two  of  the  five  counties.    The  Mohave  County  Hospital  was  sold 
to  the  local  hospital  district.    Mohave  now  employs  one  staff  physician  to 
provide  primary  care  services  and  has  a  referral  system  of  specialists  to 
whom  they  pay  billed  charges. 

Pima  County  plans  to  sell  Kino  Community  Hospital.    Although  most 
discussion  has  focused  on  a  sale  to  the  University  of  Arizona,  the  Pima 
Board  of  Supervisors  has  also  discussed  accepting  competitive  bids  on  the 
hospital,  including  bids  from  private  organizations.    It  appeared  that  the 
terms  of  a  sale  to  the  University  were  almost  complete,  but  the  enabling 
legislation  that  would  have  permitted  the  University  to  establish  a 
nonprofit  corporation  to  purchase  Kino  was  defeated  in  the  Arizona  House  of 
Representatives  in  April  1984.    The  Governor  opposed  the  proposal,  citing 
concern  that  the  state  would  be  liable  for  Kino's  bad  debt.    Despite  this 
defeat,  negotiations  are  continuing  to  develop  an  option  that  would  permit 
the  acquisition,  while  limiting  state  liability. 

Gila  County  is  studying  the  possibility  of  merging  the  county  hospital 
with  the  only  other  hospital  in  the  area,  which  is  a  private  hospital  owned 
by  a  mining  company.    As  in  Pima,  the  plan  under  consideration  would 
establish  a  nonprofit  corporation  to  run  the  two  hospitals. 

It  is  difficult  to  know  the  extent  to  which  these  sales  can  be 
attributed  to  the  effects  of  AHCCCS.    There  has  been  a  general  trend  in 
recent  years  for  counties  to  divest  themselves  of  ownership  or 
administrative  responsibility  for  hospitals.    However,  it  seems  possible 
that  AHCCCS  has  contributed  to  creating  a  climate  in  which  divestiture  is 
increasingly  seen  as  a  desirable  option.    AHCCCS  has  permitted  the  counties 
to  get  out  of  the  business  of  health  care,  a  goal  sought  by  many  of  the 
counties  for  a  number  of  years.    AHCCCS  has  also  contributed  to  fostering 
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the  belief  that  it  is  acceptable,  if  not  preferable,  to  contract  with 
private  organizations  to  fulfill  public  duties. 

Maricopa  County  has  chosen  to  make  adjustments  within  the  county 
system,  rather  than  dismantle  it  and  become  a  purchaser  of  services.  These 
adjustments  have  proven  to  be  controversial. 

The  first  response  was  an  attempt  to  limit  the  county's  subsidy  of 
"notch  group"  care.    Maricopa  has  a  large  "notch  group,"  estimated  to  number 
between  40,000  and  80,000.    The  county  began  requiring  all  nonemergency 
patients  to  go  through  AHCCCS  eligibility  determination.    If  people  were  not 
certified  AHCCCS  eligible,  the  county  refused  to  provide  free  nonemergency 
care  and  required  pretreatment  deposits  ($25  for  outpatient  and  $300  for 
inpatient  care).    The  health  services  director  stated  that  private  hospitals 
should  accept  responsibility  for  treating  uninsured  patients.    He  suggested 
that  the  county  might  "force  the  issue"  by  refusing  to  treat  uninsured 
patients  and  threatened  the  possible  closure  of  the  county  hospital. 
Although  Maricopa's  policy  was  to  be  applied  to  "notch  group"  patients  only, 
the  State  Attorney  General  ruled  that  the  policy  violated  the 
maintenance-of-effort  requirements.    The  state  contended  that  many  of  the 
supposed  "notch  group"  patients  were  people  who  would  be  eligible  under 
county  guidelines  but  had  not  yet  applied.    The  Maricopa  health  services 
director  contended  that  many  of  the  uninsured  people  in  Maricopa  were 
actually  AHCCCS  eligible.    Although  he  expected  the  policy  to  be  struck  down 
by  the  Attorney  General,  it  was  implemented  as  a  strategy  to  force  as  many 
people  as  possible  into  the  AHCCCS  system.    He  said  this  reduced  the  size  of 
the  "notch  group"  sufficiently  so  that  the  county  could  afford  to  continue 
serving  the  remaining  uninsured  patients. 

The  second  response  by  Maricopa  was  to  reduce  the  staff  at  the 
hospital.    Following  the  loss  of  the  MI/MN  contract  in  the  second  year  of 
AHCCCS,  375  hospital  employees  were  laid  off.    This  decision  provoked  public 
outcry.    Physicians  accused  the  Board  of  Supervisors  of  "decimating"  the 
hospital  and  neglecting  the  needs  of  poor  people  in  the  county  by  forcing 
the  hospital  to  turn  away  patients. 
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Of  the  four  counties  that  still  have  county  hospitals,  three  (Maricopa, 
Pima,  and  Pinal)  reacted  to  AHCCCS  by  forming  a  plan  and  successfully 
bidding  for  an  AHCCCS  contract.    This  strategy  not  only  allowed  the  counties 
to  retain  a  portion  of  their  patient  base,  it  gave  them  the  option  of  using 
the  plans  as  the  mechanism  for  the  delivery  of  county  indigent  health  care 
services.    The  ease  with  which  county  indigents  can  be  moved  into  the  plans 
depends  on  the  type  of  residual-care  population  in  the  county.    Pima  County 
has  a  residual -care  population  to  whom  it  provides  a  full  range  of  services 
because  the  county's  eligibility  criteria  exceeded  those  of  AHCCCS.    It  was 
not  difficult,  therefore,  to  simply  begin  serving  the  residual -care 
population  through  the  Pima  Health  Plan.    If  the  sale  of  Kino  Community 
Hospital  is  completed,  the  county  plans  to  continue  operating  Pima  Health 
Plan,  but  it  does  not  want  to  be  restricted  to  purchasing  inpatient  services 
from  Kino. 

Most  of  Pinal's  residual-care  population  have  dual  county  and  AHCCCS 
eligibility.  They  receive  only  a  limited  range  of  specific  services  from 
the  county.  Because  these  people  are  already  enrolled  in  an  AHCCCS  plan, 
the  county  continues  to  serve  them  through  the  hospital  clinics. 

Although  Maricopa's  residual -care  responsibilities  are  for  specific 
services  only,  the  county  continues  providing  a  full  range  of  services  to  a 
large  "notch  group"  population.    Because  the  "notch  group"  are  not 
officially  county  responsibilities,  they  are  not  as  easily  moved  into  the 
county  AHCCCS  plan.    However,  the  Maricopa  health  services  director  plans  to 
begin  implementing  a  gatekeeper  system  for  the  "notch  group,"  using  Maricopa 
Health  Plan  physicians. 

Counties  Not  Operating  Their  Own  Hospitals 

Counties  that  do  not  operate  hospitals  have  had  little  difficulty 
adjusting  their  system  of  delivering  care  in  response  to  AHCCCS.  Because 
these  counties  acted  only  as  purchasers  of  services  for  their  indigent 
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population  prior  to  AHCCCS,  they  have  reacted  by  simply  reducing  the  number 
and  types  of  services  they  provide. 

Of  the  10  counties  without  hospitals,  4  (including  La  Paz)  have  no 
residual-care  responsibilities  other  than  long-term  care.    Among  the 
remaining  six,  Cochise,  Graham,  Santa  Cruz,  and  Yuma  have  responsibility  for 
specific  services  only.    Besides  reducing  their  purchase  of  services, 
counties  that  previously  limited  their  recipients  to  receiving  services  from 
providers  with  whom  the  county  had  contracts  (such  as  Cochise,  Graham,  and 
Yuma  Counties)  no  longer  have  such  arrangements.    They  now  pay  billed 
charges  for  services. 

Yavapai  and  Coconino  Counties  both  have  residual -care  populations  based 
on  eligibility  criteria.    These  people  are  solely  county  responsibilities, 
to  whom  the  county  must  continue  providing  a  full  range  of  service.  The 
system  in  Yavapai  is  unchanged.    The  county  continues  using  a  fee  schedule 
and  permits  freedom  of  choice  of  provider.    Coconino  County,  which  has 
particularly  large  residual -care  responsibilities,  has  developed  a  program 
that  incorporates  some  of  the  features  of  AHCCCS,  although  the  county  does 
not  operate  a  health  plan.    Formerly,  recipients  in  Coconino  were  permitted 
freedom  of  choice  of  provider,  although  county  reimbursements  were  based  on 
a  fee  schedule.    Coconino  County  indigents  are  now  encouraged  to  select  a 
primary  care  physician  from  among  the  local  AHCCCS  providers.  The 
physicians,  who  act  as  gatekeepers,  still  receive  fee-for-service 
reimbursement  using  a  fee  schedule.    Copayments  are  required  for  services, 
although  the  county  does  not  enforce  their  collection,  and  leaves  this  to 
the  provider's  discretion.    Although  Coconino  County  exercises  no  direct 
control  over  utilization,  officials  hope  that  the  practice  patterns  of  these 
physicians  will  have  been  changed  by  their  participation  in  AHCCCS  and  that 
the  benefits  of  these  changes  will  spill  over  into  their  treatment  of  county 
patients. 
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Number  Eligible  and  Served 


Most  counties  do  not  have  good  data  on  the  number  of  people  eligible 
for  county  services  since  AHCCCS  was  implemented.    Estimating  this  number 
has  become  even  more  complicated  than  it  was  in  the  past,  because  the  number 
eligible  will  be  affected  by  such  factors  as  the  ability  of  the  counties  to 
complete  AHCCCS  eligibility  determination  within  the  retroactive  coverage 
period.    Data  on  the  number  served  by  the  counties  are  also  limited.    To  the 
extent  the  data  do  exist,  they  are  deceptive.    In  some  cases,  a  person  will 
be  covered  by  the  county  only  until  he/she  is  determined  to  be  eligible  for 
AHCCCS.    In  some  counties,  people  will  receive  full  services,  while  in 
others  only  a  few  services  will  be  provided.    Therefore,  numbers  are  not 
comparable,  whether  from  county  to  county  or  pre-  and  post-AHCCCS. 

It  is  striking,  however,  to  note  the  difference  in  the  number  of  people 
certified  eligible  under  the  county  systems  prior  to  AHCCCS  and  the  number 
of  AHCCCS  eligibles.    In  1981,  the  counties  certified  eligible  a  population 
estimated  between  136,011  and  142,734  (see  Table  XV-8).    In  May  1984,  a 
total  of  189,091  people  were  certified  eligible  for  AHCCCS.    In  contrast, 
the  annual  unemployment  rate  in  Arizona  in  1981  was  6.1%,  compared  with  5.1% 
in  May  1984.    Although  comparative  data  are  not  available  on  the  number  of 
people  eligible  for  Medicaid  nationwide,  between  1981  and  1983  the  total 
number  of  people  that  received  Medicaid  services  decreased  from  21,980,000 
to  21 ,494,000. 

In  all  counties  except  Maricopa,  more  people  are  certified  eligible  for 
AHCCCS  than  were  served  under  the  county  system,  and  the  increases  are 
substantial.    In  Navajo  County,  6,432  people  are  eligible  for  AHCCCS 
compared  with  only  294  under  the  county  system.    This  is  more  than  a 
twenty fold  increase  in  eligibles.    In  Apache  County,  more  than  14  times  as 
many  people  are  eligible  under  AHCCCS.    The  smallest  increase  is  in  Pinal 
County,  where  the  number  of  eligibles  increased  by  only  35%. 

In  total,  the  estimated  change  in  certified  eligibles  from  1981  to  1984 
is  between  32%  and  39%,  depending  on  whether  the  upper  or  lower  estimate  of 
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pre-AHCCCS  eligibles  in  Maricopa  County  is  used.    The  counties  attribute 
this  increase  to  two  factors:    the  extensive  publicity  AHCCCS  has  received 
and  the  greater  legitimacy  of  AHCCCS  in  comparison  with  county  welfare 
programs.    In  addition,  counties  with  large  Indian  reservations  (such  as 
Apache,  Coconino,  and  Navajo)  will  show  a  large  increase  as  a  result  of  the 
inclusion  of  Native  Americans  in  AHCCCS. 

In  Maricopa  County,  92,091  people  were  certified  eligible  for  AHCCCS  in 
May  1984.    Under  the  county  system,  between  91,363  and  98,086  were  certified 
eligible.    Thus,  depending  on  whether  the  upper  or  lower  estimate  of 
pre-AHCCCS  eligibles  in  Maricopa  County  is  used,  the  number  certified  as 
eligible  in  Maricopa  either  remained  fairly  constant  or  declined,  despite 
the  fact  that  Maricopa  County  had  eligibility  criteria  below  those  of 
AHCCCS.    (The  income  and  asset  levels  established  for  part-pay  recipients, 
however,  were  approximately  the  same  as  those  for  AHCCCS.)    This  decline 
could  support  the  contention  of  the  Maricopa  County  health  services  director 
that  some  of  the  county's  "notch  group"  are  actually  AHCCCS-el igible  people 
who  have  not  yet  been  determined  to  be  eligible.    Alternatively,  the  decline 
could  reflect  the  use  of  more  systematic  eligibility  determination 
procedures  under  AHCCCS  (prior  to  AHCCCS,  Maricopa  County  used  a  declaratory 
procedure  for  eligibility  determination  and  did  not  require  documentation  or 
verification  of  income  and  assets). 

Although  it  is  difficult  to  estimate  the  population  potentially 
eligible  for  AHCCCS,  consideration  of  such  factors  as  poverty  status  gives 
another  perspective  on  AHCCCS  enrollment.    In  1979,  13.2%  of  the  Arizona 
population  (over  350,000  people)  lived  below  the  poverty  level.  Over 
250,000  people  (9.5%  of  the  population)  lived  below  75%  of  the  poverty 
level.    Thus,  the  number  of  people  determined  eligible  for  AHCCCS  (189,091 
in  May  1984)  is  certainly  far  less  than  the  number  of  people  living  below 
the  poverty  level.    This  finding  is  not  unexpected,  given  the  restrictive 
income  eligibility  criteria  established  for  AHCCCS.    For  example,  the  1984 
federal  poverty  guideline  for  a  family  of  four  was  an  annual  income  of 
$10,200,  compared  with  the  maximum  annual  income  of  $5,354  allowed  to  a 
family  of  four  that  qualifies  as  MN  under  AHCCCS. 

XV-52 


Cost  of  County  Indigent  Health  Care  Services 

A  major  county  complaint  is  that  AHCCCS  has  not  produced  the  expected 
relief  from  the  cost  of  indigent  health  care.    In  total,  county  indigent 
health  care  budgets  have  not  decreased.    Table  XV-10  presents  county 
indigent  health  care  budgets  for  SFY  1983-84  and  compares  them  with 
expenditures  reported  by  the  Auditor  General  for  SFY  1980-81.    The  same 
caveats  discussed  earlier  in  this  section  regarding  the  reliability  of 
pre-AHCCCS  data  apply  here.    In  addition,  the  comparisons  are  between 
budgeted  expenditures  and  reported  expenditures.    In  some  counties  there  may 
be  substantial  differences  between  these  amounts.    As  a  result,  the 
following  findings  may  be  open  to  question. 

Apache,  Cochise,  Gila,  and  Yuma  Counties  have  been  able  to  decrease 
their  budgets.    However,  the  decrease  in  Apache  is  misleading;  Apache  is  a 
small  county  that  experienced  several  catastrophic  cases  in  SFY  1980-81.  As 
a  result,  the  county  received  bailout  funds  from  the  state.    Excluding  the 
bailout  funds,  the  county  spent  $521,807  for  indigent  health  care  in 
SFY  1980-81.    Therefore,  Apache  County's  actual  decrease  since  AHCCCS  is 
18%.    Cochise  County  may  be  substantially  underbudgeted  for  SFY  1983-84 
because  of  unexpectedly  high  long- term-care  expenditures.    If  this  is  the 
case,  the  county  may  spend  more  money  than  before  AHCCCS.    Yuma  County  shows 
a  decrease  only  because  it  is  no  longer  responsible  for  people  residing  in 
the  area  that  was  formerly  part  of  the  county  but  is  now  La  Paz  County. 
Several  counties  have  experienced  a  minor  increase  that,  after  accounting 
for  inflation,  does  not  represent  an  increase  in  real  costs.    In  a  number  of 
counties,  however,  the  cost  of  indigent  health  care  appears  to  have 
increased  since  the  implementation  of  AHCCCS. 

The  increase  in  county  costs  ranged  from  a  low  of  5%  in  Greenlee  to  a 
high  of  43%  in  Navajo  and  Pinal.    Maricopa's  costs  have  increased  by  39%. 
The  increase  in  Maricopa,  however,  is  exaggerated  because  of  the  county's 
large  "notch  group."    The  SFY  1980-81  figures  may  not  include  the  total  cost 
of  caring  for  the  "notch  group,"  while  the  SFY  1983-84  budget  appears  to. 
If  pre-AHCCCS  expenditures,  including  the  "notch  group,"  are  compared  with 
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Table  XV-10 


SFY  1983-84  BUDGETS  FOR  INDIGENT  HEALTH  CARE  AND  PERCENT  CHANGE 
FROM  SFY  1980-81  EXPENDITURES,  BY  COUNTY 


Change  from 

Indigent  Health  Care           Indigent  Health  Care 
Budgets,  SFY  1983-84        Expenditures,  SFY  1980-81 
County  (Dollars)    (Percent)  


Apache 

$  426,421 

-39.0%* 

Cochise 

4,595,933+ 

-16.0 

Coconino 

2,006,557 

11.1 

Gila 

3,126,214 

-  4.8 

Graham 

1 ,306,975 

24.9 

Greenlee 

389,059 

4.5 

La  Paz 

371  ,520 

N/A 

Maricopa 

91  ,769,459 

39.3** 

Mohave 

3,730,072++ 

29.8 

Navajo 

1,164,651 

43.4 

Pima 

38,712,817 

11.4 

Pinal 

7,579,756 

43.0 

Santa  Cruz 

1,191,831 

7.4 

Yavapai 

3,344,431 

8.3 

Yuma 

4,168,065 

-  5.3*** 

All  counties 

$163,883,761 

25.2% 

* 

Decrease  in  Apache  is  exaggerated  because  SFY  1980-81  expenditures 
included  $177,000,  or  25%  of  total  expenditures,  in  state  bailout 
funds.    Excluding  these  funds,  the  decrease  is  18.3%. 

+Cochise  County  expects  to  exceed  long- term-care  budget  by 
$1  million.    If  this  additional  amount  is  included,  SFY  1983-84 
expenditures  will  be  an  increase  of  2.3%  over  SFY  1980-81. 

** 

Increase  in  Maricopa  is  overstated  because  SFY  1980-81  expenditures 
do  not  include  cost  of  "notch  group,"  included  in  the  SFY  1983-84 
budget.    Comparable  SFY  1980-81  expenditures  were  $76,346,323.  The 
increase  then  is  20.2%. 
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Table  XV -10  (Concluded) 


Mohave  County  estimates  that  actual  expenditures  will  be  only 

$2.7  million,  which  represents  a  decrease  of  6.1%  since  SFY  1980-81. 

SFY  1980-81  expenditures  in  Yuma  County  also  include  area  that  is 
now  La  Paz  County.    SFY  1983-84  budgets  for  Yuma  and  La  Paz 
combined  are  a  3.2%  increase  over  Yuma  County  expenditures  for  SFY 
1980-81. 


Sources:    Budgets  for  Apache,  Coconino,  Greenlee,  Mohave,  Pima, 

Santa  Cruz,  and  Yuma  Counties  obtained  from  October  1983 
survey  conducted  by  Arizona  Association  of  Counties. 
Budgets  for  Cochise,  Gila,  Graham,  La  Paz,  Maricopa, 
Navajo,  Pinal,  and  Yavapai  Counties  obtained  from  phone 
survey  conducted  by  Arizona  House  of  Representatives  staff 
in  November  1983.    SFY  1980-81  expenditures  reported  by 
Auditor  General  for  purpose  of  calculating  county 
contributions  to  AHCCCS.    All  data  reported  by  Majority 
Leader's  Office,  Arizona  State  Legislature. 
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SFY  1983-84,  the  increase  is  20%.    Coconino  County  experienced  only  a 
moderate  increase,  11%,  despite  its  large  residual-care  population. 
However,  Coconino  has  a  young  population  and  is,  therefore,  less  affected  by 
the  long- term-care  responsibility. 

Several  factors  have  contributed  to  the  absence  of  savings  at  the 
county  level.    First,  the  county  contribution  is  a  substantial  portion  of 
the  counties'  SFY  1980-81  budgets.    Second,  the  counties  continue  to  finance 
the  room  and  board  costs  of  long-term  care  which  have  been  rising.  Although 
AHCCCS  now  picks  up  the  medical -care  expenses  for  long- term-care  patients, 
the  bulk  of  long- term-care  costs  are  in  room  and  board.    Third,  most 
counties  continue  to  serve  indigent  patients  as  a  result  of  the 
maintenance-of-effort  requirement.    Although  the  amount  of  liability  differs 
by  county,  the  cost  can  be  substantial.    Fourth,  counties  that  own  hospitals 
continue  to  subsidize  their  operation  and  the  cost  of  care  for  the  "notch 
group."    Finally,  AHCCCS  has  increased  administrative  costs  at  the  county 
level,  particularly  for  the  eligibility  function.    (See  Chapter  XIV  for  a 
discussion  of  county  responsibilities  for  and  costs  of  MI/MN  eligibility 
determination. ) 

The  cost  of  indigent  health  care  continues  to  be  a  major  problem  for 
most  counties  and  some  fear  that  the  situation  will  worsen.    Prior  to 
AHCCCS,  counties  had  more  control  over  their  future.    Since  the  passage  of 
the  AHCCCS  legislation,  the  maintenance-of-effort  requirement  has  made  it 
impossible  for  the  counties  to  adjust  their  programs  in  response  to  budget 
constraints.    The  counties  view  many  of  the  measures  designed  to  control  the 
costs  of  AHCCCS  (for  example,  reductions  in  retroactive  coverage),  as 
policies  that  merely  shift  costs  from  AHCCCS  to  the  counties.    The  counties 
consider  themselves  to  be  politically  weak  at  the  state  level.  Therefore, 
some  believe  that  the  solution  to  the  financial  problems  of  AHCCCS  will  be 
achieved  partly  at  the  expense  of  the  counties. 


XV-56 


Notes  for  Chapter  XV 


1.  Maricopa  County  has  52  adult  foster  homes,  Mohave  has  2,  Pima  has  17, 
Pinal  has  9,  and  Yuma  has  1.    Source:    Pritzlaff  Commission  on 
Long-Term  Care,  Long-Term  Care  in  Arizona:    A  Progress  Report,  February 
1984. 

2.  "A  Legislator's  Guide  to  Health  Care,"  Arizona  State  Legislature, 
Phoenix,  1984. 

3.  In  1984  the  federal  poverty  guideline  for  a  single  person  was  an  annual 
income  of  $4,980;  for  a  family  of  four  the  guideline  was  $10,200. 

4.  For  a  more  complete  discussion  of  issues  relating  to  the  "notch  group" 
and,  particularly,  attempts  by  Pima  County  to  sell  Kino  Community 
Hospital,  please  see  Ehrlich,  Susan  P.,  The  Arizona  Health  Care  Cost 
Containment  System,  Kino  Community  Hospital  and  the  Notch  Group:  ~A~ 
Study  in  Commonplace  Events  and  an  Old  Ignored  Problem,  Master's 
Thesis,  Graduate  School  of  Public  Policy,  University  of  California, 
Berkeley,  May  1984. 

5.  "County  May  Force  Issue  on  Treating  Indigents,"  The  Phoenix  Gazette, 
August  17,  1983. 

6.  "Doctors  Urge  County  to  Cancel  Layoffs,"  The  Arizona  Republic, 
October  18,  1983. 


XV-57 


XVI 


QUALITY  ASSURANCE  AND  PATIENT  SATISFACTION  PROCEDURES 


This  chapter  examines  quality  assurance  and  patient  satisfaction 
procedures  proposed  and  in  place  as  of  the  end  of  April  1984.    The  first 
section  examines  quality  assurance  activities  and  mechanisms  in  the  AHCCCS 
Division  initially,  1n  the  Administrator  unit  initially,  and  in  the  plans. 
(The  activities  that  had  been  delegated  to  the  Administrator  now  rest  with 
AHCCCS.)    The  second  section  examines  the  methods  in  place  for  assuring 
patient  satisfaction,  including  informal  and  formal  grievance  procedures. 

Quality  Assurance  Procedures 

All  AHCCCS  prepaid  health  plans  are  required  to  have  quality  assurance 
systems.    The  AHCCCS  Division  and  the  Administrator  monitor  the  adequacy  of 
these  quality  assurance  procedures.    This  section  describes  the  AHCCCS 
Division,  Administrator,  and  plan  activities  in  quality  assurance. 

AHCCCS  Division  Response  to  Quality  Assurance  Needs 

The  AHCCCS  Division  Bureau  of  Plans  and  Policy  has  responsibility  for 
conducting  quality  assurance  site  visits  to  plans  to  assure  that  program 
standards  are  being  met.    Plans  are  required  to  have  quality  assurance 
systems  that  include: 

.    A  peer  review  process 

.    Utilization  control  program  for  monitoring  hospital  admissions, 
referrals,  and  hospital  lengths  of  stay. 

During  April  1983,  the  Division  initiated  a  series  of  medical  quality 
assurance  visits  to  AHCCCS  contractors.    Six  full -service  contractors  were 
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visited  within  a  6-week  period  by  state-employed  physicians,  nurses,  and 
Division  staff.    The  findings  of  these  visits  disclosed  a  variety  of 
performance  problems  in  need  of  resolution,  and  a  report  of  specific 
findings  was  provided  to  each  contractor  and  to  appropriate  Administrator 
staff.    Subsequent  to  the  issuance  of  those  reports,  the  Administrator 
assumed  responsibility  for  monitoring  actions  to  achieve  appropriate 
resolution.    State  reviews  were  replaced  by  a  comprehensive  medical  audit  of 
contractors  performed  by  the  Accreditation  Association  for  Ambulatory  Health 
Care  (AAAHC)  under  subcontract  to  the  Administrator. 

Quality  Assurance  Activities  by  the  Administrator 

The  AHCCCS  legislation  states  that  the  Administrator's  responsibilities 
shall  include  "establishment  and  management  of  a  comprehensive  system  for 
assuring  the  quality  of  care  delivered  by  the  Arizona  Health  Care  Cost 
Containment  System."    The  regulations  further  state  that  "the  Administrator, 
under  the  supervision  of  the  Director,  will,  at  least  annually,  conduct 
medical  audits  of  each  contractor."    Contract  compliance  also  requires  each 
health  plan  to  have  a  written  quality  assurance  (QA)  plan. 

To  fulfill  these  requirements,  the  MSGI  proposal  envisioned  a 
comprehensive  quality  assurance  system  including: 

.    Assistance  to  plans  in  establishing  QA  programs. 

.    Review  of  existing  QA  reports  for  federally  qualified  HMOs. 

.    Use  of  Surveillance  and  Utilization  Review  Subsystem  (SURS)  reports 
to  identify  potential  cases  of  underutil ization  of  prepaid  plans. 

.    Clinical  review  of  prepaid  plans  and  fee-for-service  providers. 

.    Questionnaires  to  members  regarding  quality  of  care  and  service. 

.    Longitudinal  study  of  a  sample  of  members  to  review  the  quality  of 
care  provided. 

In  the  early  days  of  the  program,  MSGI  was  unable  to  devote  the  time 
and  resources  to  implement  this  plan  of  action.    MSGI  deferred  its  planned 
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activities  in  this  area  as  day-to-day  operations  took  precedence.    Lack  of 
encounter  data  and  reporting  subsystems  further  prevented  the  establishment 
of  a  comprehensive  quality  assurance  program. 

The  quality  assurance  efforts  were  also  hampered  by  the  lack  of  a 
full-time  medical  director  in  the  office  of  the  Administrator.    The  first 
director  resigned  in  January  1983,  and  MSGI  was  unable  to  hire  a  qualified 
replacement  until  February  1984.    That  individual  has  since  been  appointed 
to  direct  the  entire  AHCCCS  program,  again  leaving  the  medical  director 
position  vacant  until  June  1984.    (Between  January  1983  and  February  1984, 
MSGI  retained  two  physician  consultants  part-time.) 

In  early  1983,  allegations  were  made  that  AHCCCS  members  were  receiving 
poor  care.    Because  of  the  need  to  perform  an  immediate  review  of  quality 
and  because  of  a  lack  of  activity  on  the  part  of  the  Administrator,  the 
state  AHCCCS  staff  formed  an  ad  hoc  review  team  and  began  to  undertake 
on-site  reviews  of  contracted  plans. 

To  partially  fill  the  gap,  MSGI  contracted  with  the  Accreditation 
Association  for  Ambulatory  Health  Care  (AAAHC),  which  began  a  series  of  plan 
reviews  in  May  1983.    The  ad  hoc  reviews  by  state  staff  ceased  when  the 
AAAHC  contract  was  awarded. 

The  AAAHC  was  established  in  March  1979  to  continue  and  improve  a 
program  of  voluntary  and  peer-based  assessment,  consultation,  education,  and 
accreditation  for  ambulatory  health  care.    The  organization  is  the  successor 
to  similar  efforts  by  the  American  Group  Practice  Association,  the  American 
College  Health  Association,  the  Freestanding  Ambulatory  Surgical 
Association,  and  the  Accreditation  Council  for  Ambulatory  Health  Care  of  the 
Joint  Commission  on  Accreditation  of  Hospitals. 

The  standards  used  by  AAAHC  in  its  surveys  are,  according  to  its 
accreditation  handbook,  "the  result  of  fourteen  years  of  effort  by  thousands 
of  experts  in  the  delivery  of  ambulatory  health  care  services.  The 
standards  describe  characteristics  of  an  accreditable  organization.  They 
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represent  a  sample  of  the  many  desirable  features  that  should  characterize 
the  diverse  organizations  that  use  these  standards.    As  such,  they  are 
neither  comprehensive  nor  exhaustive.    However,  the  standards  do  describe 
those  characteristics  that  AAAHC  believes  are  essential  to  the  operation  of 
an  organization  providing  high-quality  care  in  a  reasonable  and  prudent 
manner. 11 


The  objective  of  the  AAAHC  survey  was  to  assess  the  quality  of  care  and 
the  quality  of  medical  services  provided  by  the  AHCCCS  plans,  using 
preestabl ished  standards.    The  standards  used  were  those  normally  used  by 
AAAHC  in  accrediting  ambulatory  health  care  providers;  however,  the  purpose 
of  tne  AHCCCS  review  was  not  to  formally  accredit  the  plans. 


The  AAAHC  survey  was  performed  for  each  of  the  contracted  health 
plans.    The  survey  process  consisted  of  the  following: 

.    A  presurvey  questionnaire  was  completed  by  the  plan  and  forwarded  to 
AAAHC.    The  purpose  of  this  questionnaire  was  to  provide  for  a 
preliminary  assessment  of  the  organizational  structure  and  the 
extent  and  type  of  health  care  services  provided. 

.    Before  the  survey,  each  plan  posted  notice  of  the  survey,  the  survey 
schedule,  and  other  information  concerning  the  survey.    Plan  members 
were  invited  to  make  an  appointment  with  the  surveyors  to  provide 
any  pertinent  information  about  the  organization's  provision  of 
health  care  or  compliance  with  AAAHC  standards.    (No  members  chose 
to  request  such  a  meeting  at  any  of  the  plans.) 

.    The  survey  included  review  of  administrative  documents,  review  of 
medical  charts,  interviews  with  plan  administrators  and 
practitioners,  a  tour  of  facilities,  an  entrance  interview,  and  an 
exit  interview.    Individual  practitioners1  facilities  were  also 
visited. 

.    A  summary  report  was  prepared,  as  well  as  individual  reports  for 
each  plan. 

.    The  survey  team  consisted,  at  a  minimum,  of  an  administrator  and  two 
physicians  practicing  in  an  environment  similar  to  that  being 
evaluated. 
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The  operations  and  facilities  for  each  plan   were  reviewed  in  15  areas: 

(1)  Recognition  of  the  rights  of  patients—examples  of  standards 
include: 

.    Patients  treated  with  respect,  consideration,  and  dignity. 

.    Patient  privacy  ensured. 

.    Confidentiality  of  records  maintained. 

.    Provision  of  information  to  patients  regarding  diagnosis, 
treatment,  and  prognosis. 

.    Participation  by  patients  in  decision-making. 

(2)  Governance — examples  of  standards  include: 
.    Legally  constituted  entity. 

.    Full  disclosure  of  ownership. 

.    Authority,  responsibility,  and  functions  of  all  officers  and 
administrators  fully  defined. 

.    Continuing  education  encouraged. 

(3)  Administration—examples  of  standards  include: 

.    Policies,  procedures,  and  controls  established  and  implemented 
to  assure  the  orderly  and  efficient  management  of  the 
organization. 

.    Personnel  policies  established  and  implemented  to  facilitate 
attainment  of  the  missions,  goals,  and  objectives  of  the 
organization. 

.    Periodic  assessment  of  patient  satisfaction  with  services  and 
facilities. 

(4)  Ouality  of  care  provided— examples  of  standards  include: 

.    Necessary  and  appropriate  training  and  skills  of  professional 
staff. 

.    Ethical  and  legal  practice  by  professional  staff. 

.    Accessible  and  available  health  services. 

.    Treatment  consistent  with  clinical  impression  or  working 
diagnosis. 
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.  Appropriate  and  timely  consultation. 

.  Continuity  of  care. 

.  Provision  for  emergency  services  when  facility  is  not  open. 

.  Appropriate,  accurate,  and  complete  medical  records. 

.  Absence  of  duplicative  diagnostic  procedures. 

.  Appropriateness  of  treatment  frequency. 

.  Use  of  least-expensive  alternative  resources  when  suitable. 

Quality  assurance  program — examples  of  standards  include: 

.    Program  addresses  clinical,  administrative,  and  cost-of-care 
issues. 

.    Problem  identification  and  resolution  are  conducted  as  part  of 
ongoing,  organized  program  in  which  all  practitioners  in  all 
clinical  disciplines  have  an  opportunity  to  participate. 

.    Suspected  problems  or  concerns  are  assessed  in  terms  of 
frequency,  severity,  and  source. 

.    Measures  are  implemented  to  resolve  important  problems  or 
concerns. 

.    Problems  or  concerns  are  reassessed  to  determine  if  measures 
have  achieved  and  sustained  the  desired  result. 

Medical  records— examples  of  standards  include: 

.    All  clinical  information  readily  available  to  practitioners. 

.    Confidentiality  of  records. 

.    Uniform  content  and  format  of  medical  records. 

.    Timely  incorporation  of  reports,  histories,  progress  notes,  and 
other  patient  information. 

.    Allergies  and  untoward  reactions  to  drugs  recorded  in  prominent 
and  uniform  location. 

.    Specific  standards  on  minimum  data  requirements. 

.    Legible  entries. 


XV I -6 


(7)  Professional  Improvement — examples  of  standards  include: 

.    Convenient  access  to  library  services. 

.    Adequate  orientation  and  training  on  the  organization's 
policies,  procedures,  and  facilities. 

.    Participation  in  seminars,  workshops,  and  other  educational 
activities  encouraged. 

.    Educational  activities  related,  in  part,  to  findings  of  quality 
assurance  activities. 

(8)  Facilities  and  environment—examples  of  standards  include: 

Compliance  with  building  codes  and  fire  prevention  regulations. 

Periodic  instruction  of  personnel  in  proper  use  of  safety  and 
emergency  equipment. 

Comprehensive  emergency  plan. 

Procedures  that  minimize  sources  and  transmission  of  infections 
Elimination  of  hazards. 
Accommodation  of  handicapped  individuals. 
Assurance  of  patient  privacy. 
Adequate  space  for  activities  performed. 

(9)  Surgical  services—examples  of  standards  include: 

Surgical  procedures  limited  to  those  approved  by  governing  body 

Procedures  performed  only  by  practitioners  licensed  to  perform 
them. 

Appropriately  trained  and  supervised  assistants. 

Proper  design  and  equipment  of  each  operating  room. 

Anesthesiologist  or  another  physician  qualified  in 
resuscitative  techniques  available  until  all  patients  operated 
on  that  day  have  been  discharged. 

Adequate  space,  equipment,  and  personnel  to  create  a  safe 
environment  for  treating  surgical  patients. 
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.    Procedures  for  obtaining  blood  products  on  a  timely  basis. 
.    Proper  attire  of  persons  entering  operating  room. 

(10)  Pharmaceutical  services— examples  of  standards  include: 

.    Services  provided  in  accordance  with  ethical  and  professional 
practice  and  applicable  law. 

.    Supervised  by  a  licensed  pharmacist  or,  when  appropriate,  by  a 
qualified  physician. 

.    Appropriate  records  and  security. 

(11)  Pathology  and  medical  laboratory  services— examples  of  standards 
include: 

.    Timely  performance  of  tests. 

.    Distribution  of  results  within  24  hours  after  completion  of 
test. 

.    Performing  and  documenting  appropriate  quality  assurance 
procedures,  such  as  periodic  calibration  of  equipment. 

.    Directed  by  a  pathologist  or  other  qualified  physician. 

.    Sufficient  adequately  trained  and  experienced  personnel. 

.    Established  procedures  for  obtaining,  identifying,  storing,  and 
transporting  specimens. 

.    Sufficient  space,  equipment,  and  supplies. 

(12)  Radiology  services — examples  of  standards  include: 

.    Timely  interpretation  of  x-ray  films  and  other  radiographs,  and 
timely  reporting  of  results. 

.  Duplicate  reports  of  services. 

.  Directed  by  a  qualified  physician. 

.  Sufficient  adequately  trained  and  experienced  personnel. 

.  Policies  that  address  the  safety  aspects  of  radiology  services. 

(13)  Other  professional  and  technical  services— examples  of  standards 
include: 

.    Services  appropriate  to  the  needs  of  the  patients. 
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.    Provided  in  accordance  with  ethical  and  professional  practice 
and  appl icable  law. 

(14)  Teaching  and  publication  activities— examples  of  standards  include 

.    Close  and  adequate  supervision  of  any  student  or  postgraduate 
trainee,  and  informing  the  patient  of  the  status  of  the 
provider. 

.    Policies  concerning  the  reasonableness  of  time  spent  away  from 
direct  patient  care  and  administrative  activities. 

.    Policies  concerning  the  extent  of  involvement  of  students  and 
postgraduate  trainees  in  patient  care  activities. 

(15)  Research  activities— examples  of  standards  include: 

.    Performed  in  accordance  with  ethical  and  professional  practices 
and  legal  requirements. 

.    Activities  periodically  monitored. 

.    Protocols  for  conducting  research  approved  by  the  governing 
body  or  its  designee  after  medical  and  legal  review. 

.    Activities  appropriate  to  the  expertise  of  staff  and  the 
resources  in  the  organization. 

.    Protection  of  the  rights  and  welfare  of  research  subjects; 
informed  consent  obtained  by  adequate  and  appropriate  methods. 

The  summary  report  of  AAAHC  was  forwarded  to  MSGI  on  December  15, 
1983.    Significantly,  the  surveyors  found  that  the  "quality  of  the  medical 
care  provided  to  AHCCCS  patients  appears  to  be  at  least  equivalent  to  the 
care  rendered  by  AHCCCS  providers  to  their  private  non-AHCCCS  patients  in 
the  various  communities  throughout  the  state.    A  few  isolated  instances  of 
very  poor  medical  care  were  identified,  as  well  as  one  instance  that 
suggested  fraud  and  abuse  of  the  system.    These  instances  were  clearly  in 
the  minority,  however,  and  other  specific  instances  of  superior  care  and 
dedication  to  AHCCCS  patients  were  noted." 

On  the  other  hand,  AAAHC  found  that  "most  plans  lacked  a  quality 
assurance  program  that  would  meet  AAAHC  standards.    ...    Most  plans  have  not 

yet  developed  their  own  criteria  by  which  plan  medical  directors  and  peers 

p 

within  plans  could  evaluate  their  programs." 
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A  number  of  specific  problems  were  identified  in  individual 
plans— e.g.,  insufficient  provision  for  patient  privacy,  inadequate  transfer 
of  medical  information,  inappropriate  consultation,  outdated  medications. 
These  problems  were  documented  in  reports  specific  to  the  individual  plans. 
The  Plan  Management  staff  at  MSGI  then  translated  these  deficiencies  into 
specific  compliance  issues,  citing  appropriate  regulatory  provisions,  and 
forwarded  compliance  letters  to  the  various  plans,  requesting  correction  of 
deficiencies  by  certain  dates.    These  letters  were  mailed  over  the  period 
September  1983  through  February  1984,  with  compliance  deadlines  from 
December  1983  through  May  1984.    The  staff  has  found  that,  in  most  cases, 
compliance  has  been  very  good. 

It  is  currently  anticipated  that  future  medical  audits  will  be 
performed  by  state  staff. 

In  March  1984,  the  Plan  Management  staff  performed  an  audit  of  each  of 
the  plans'  internal  quality  assurance  activities.    Based  primarily  on  a 
review  of  the  written  quality  assurance  plan,  the  audit  protocol  consisted 
of  a  checklist  of  approximately  50  quality  assurance  program  elements. 
Examples  of  areas  of  review  included:    makeup  and  procedures  of  the  OA 
committee  and  its  relationship  with  other  committees;  authority  and 
accountability  for  QA  activities;  presence  of  ongoing  peer  review  or  medical 
audit  activities;  activities  involving  problem  identification,  verification, 
resolution,  and  follow-up;  conduct  of  QA  studies;  monitoring  of  corrected 
problems;  and  data  sources  used  by  the  plans.    It  is  intended  that  any 
deficiencies  will  be  reported  to  the  plans,  that  technical  assistance  will 
be  offered,  and  that  the  evaluation  will  be  repeated  at  a  later  date. 

The  results  of  the  quality  assurance  audit  will  be  discussed  in  a 
subsequent  report.    Chapter  VI,  "Provider  Relations,"  includes  additional 
discussion  relating  to  the  Administrator's  role  in  monitoring  the  plans. 
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Quality  Assurance  Activities  of  the  Plans 


The  AAAHC  medical  audit  examined  whether  the  plans  had  implemented 
adequate  quality  assurance  systems.    AAAHC  looked  for  the  following  elements 
in  an  active,  organized,  peer-based  quality  assurance  program: 

.    Quality  assurance  includes  the  selection  of  professional  personnel 
prior  to  engagement  for  service,  ongoing  review  of  clinical 
responsibilities  and  authority,  and  peer  review  and  supervision  of 
all  professional  and  technical  activities  of  personnel. 

.    The  professional  and  administrative  staff  understands  and 
participates  in  the  quality  assurance  program. 

.    The  quality  assurance  program  addresses  clinical,  administrative, 
and  cost-of-care  issues. 

.    Problem  identification  and  resolution  activities  are  conducted  as 
part  of  an  ongoing  organized  quality  assurance  program  in  which  all 
practitioners  in  all  clinical  disciplines  have  an  opportunity  to 
participate. 

The  AAAHC  medical  audit  identified  only  five  plans  that  had  quality 
assurance  systems  in  operation.    Only  two  plans  had  fully  organized  systems 
in  place.    The  other  three  had  implemented  quality  assurance  for  some  parts 
of  their  programs,  but  not  all.    One  plan  had  quality  assurance  in  its 
hospital  but  not  its  clinic.    Another  had  it  in  the  hospital  but  not  for 
ambulatory  care.    The  third  was  beginning  to  implement  quality  assurance  for 
outpatient  services.    The  other  plans  had  not  implemented  quality  assurance 
programs.    AAAHC  made  specific  recommendations  that  these  plans  put  quality 
assurance  programs  in  place. 

All  of  the  plan  proposals  described  the  quality  assurance  program  that 
would  be  used.    For  most  plans,  quality  assurance  activities  were  not  a  high 
priority  during  the  first  year.    Other,  more  immediate  implementation 
concerns  received  greater  attention.    Most  of  the  plans  have  peer  review 
committees  in  place,  but  the  committees  have  not  officially  met  or  set 
standards. 
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The  two  plans  with  active,  fully  operational  quality  assurance  programs 
had  established  their  programs  prior  to  joining  AHCCCS.    Both  plans  were 
organized  as  HMOs  that  had  used  quality  assurance  systems  since  their 
inception.    The  model  used  in  one  of  these  plans  involves  several  committees 
that  function  in  different  areas:    pharmacy,  pediatrics,  adult  care,  OB, 
patient  safety,  injection,  occupational  health,  credentials,  and 
utilization.    A  Medical  Executive  Committee  acts  to  review  and  advise  on  the 
overall  quantity  and  quality  of  medical  care  provided  by  the  plan,  reviews 
complaints  concerning  provider  competence,  and  reviews  and  monitors  the 
recommendations  of  all  medical  committees  in  the  functional  areas. 

The  other  health  plan  with  an  active  ongoing  quality  assurance  system 
has  a  single  committee,  whose  chairperson  reports  directly  to  the  chief 
executive  of  the  HMO  (the  only  committee  chairperson  who  reports  directly  to 
the  chief  executive  every  month,  indicating  the  importance  attached  to 
quality  assurance  by  this  plan).    In  the  year  of  the  AAAHC  survey,  the  plan 
conducted  six  quality  assurance  studies:  obstetrical  cases,  thyroid  nodules, 
patient  satisfaction,  abdominal  pain,  record  format,  and  chart  reviews.  In 
the  two  previous  years,  seven  studies  were  conducted  each  year. 

Patient  Satisfaction  Procedures 

There  are  several  ways  to  assess  patient  satisfaction.    These  include 
formal  grievance  procedures,  informal  complaint  mechanisms,  and  patient 
surveys.    AHCCCS  has  established  procedures  for  addressing  patient 
complaints  and  grievances;  a  set  of  rules  specify  these  procedures.  An 
Ombudsman  Office  established  in  the  AHCCCS  Division  handles  complaints.  The 
(former)  Administrator  had  a  member  relations  division  that  addressed 
complaints.    In  addition  to  formal  grievance  procedures,  patients  also  have 
the  option  of  switching  plans  during  open  enrollment.    This  section 
describes  these  procedures  and  mechanisms. 
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Grievance  Procedures 


The  AHCCCS  Division  issued  rules  and  regulations  that  plans  must 
follow  in  addressing  complaints  and  grievances  presented  by  members.  These 
regulations  state  that  at  the  time  of  enrollment,  each  member  shall  be  given 
material  explaining  grievance  procedures  available  through  the  plan,  the 
Administrator,  or  Arizona's  Department  of  Health  Services.    The  regulations 
allow  members  to  express  their  dissatisfaction  or  complaint  directly  to  the 
plan  staff  and  to  obtain  resolution  of  the  problem  within  30  days.  Records 
of  all  grievances  were  to  be  reviewed  by  the  Administrator.    A  member 
dissatisfied  with  the  resolution  offered  by  the  plan  has  the  right  to  appeal 
to  both  the  Administrator  (now  AHCCCS  Division)  and  the  director  of  the 
Department  of  Health  Services. 

The  plans  are  required  to  record  all  grievances,  whether  filed  orally 
or  in  writing,  and  to  attempt  to  resolve  grievances  informally  within  3 
working  days.    If  a  grievance  is  not  resolved  informally  within  3  working 
days  from  receipt,  the  plan  is  required  to  advise  the  member  of  his/her 
right  to  use  the  formal  grievance  procedure. 

A  member  may  appeal  a  plan  determination  by  filing  written  notice  of 
appeal  with  the  Administrator  (now  AHCCCS  Division)  no  more  than  30  days 
following  the  decision  by  the  plan.    The  Administrator  is  required  to  make  a 
final  written  determination  within  30  days  of  the  receipt  of  the  member's 
appeal.    If  this  determination  is  unacceptable  to  the  member,  he/she  may 
then  appeal  to  the  director  of  the  Department  of  Health  Services.  This 
procedures  was  still  in  effect  at  the  end  of  April  1984. 

The  rules  and  regulations  allow  DHS  to  perform  periodic  reviews  of 
contractor  performance  in  this  area,  independent  of  ongoing  compliance 
audits  by  the  Administrator. 
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Ombudsman 


In  1983,  the  AHCCCS  Division  established  a  formal  Ombudsman  Office  to 
receive  and  help  resolve  complaints  from  members,  providers,  and  the  public. 
This  office  receives  complaints  directly  from  members  and  works  with  the 
Administrator  to  achieve  resolution.    It  also  reviews  the  problems  and 
complaints  received  by  the  Administrator  and  the  plans  on  a  regular  basis. 

Member  Relations 

The  Member  Relations  Division  of  the  Administrator  was  responsible  for 
the  enrollment  function  and  the  interface  with  the  eligibility  determination 
agencies  (counties,  the  Social  Security  Administration,  and  the  Arizona 
Department  of  Economic  Security).    This  division  was  responsible  for 
responding  to  member  inquiries  and  resolving  member  complaints. 

Plan  Grievance-Resolution  Activities 

Every  plan  has  established  grievance  procedures,  although  some  have  not 
yet  made  use  of  those  procedures.  The  plans  used  guidelines  provided  by  the 
Administrator  in  January  1983  to  establish  their  own  procedures. 

Between  October  1982  and  September  1983,  the  Administrator  had  received 
78  formal  grievances.    Ten  were  filed  by  recipients  and  68  were  filed  by 
providers.    All  10  recipient  grievances  were  resolved  by  September  1983, 
while  54  provider  grievances  were  resolved  and  14  were  still  pending.  In 
general,  enrollees  were  apparently  not  well  informed  concerning  grievance 
procedures.    In  some  cases,  member  handbooks  describing  grievance  procedures 
had  not  yet  been  distributed  to  members.    Between  October  1983  and  August 
1984,  the  Administrator  had  received  101  formal  grievances;  68  grievances 
had  been  resolved  and  33  were  pending  by  August  1984.    The  101  grievances 
included  31  filed  by  recipients  and  70  filed  by  providers. 


XVI-14 


Survey  of  Patient  Satisfaction 


AHCCCS  commissioned  a  study  of  patient  satisfaction  in  Maricopa  County 
in  November  1983.    The  study  found  that  76%  of  AHCCCS  enroll ees  were 
satisfied  with  health  services  they  received  from  AHCCCS.    However,  71% 
reported  that  they  did  not  know  how  to  make  a  complaint  about  medical  care 
provided  them. 

Switching  of  Plans 

Open  enrollment  provides  patients  an  opportunity  to  switch  to  a 
different  plan.    At  the  time  of  open  enrollment  in  1983,  there  were 
approximately  143,000  enrol  lees  in  AHCCCS.    A  total  of  32,867  members 
(roughly  23%  of  total  membership)  chose  to  switch  their  enrollment  to  a 
different  plan.    In  addition,  approximately  15,000  MI/MN  members  were 
transferred  from  Maricopa  Health  Plan  to  Arizona  Physicians  IPA  and  Health 
Care  Providers  of  Arizona  as  a  result  of  the  rejection  of  Maricopa's  bid  for 
patients  in  these  categories. 

Following  open  enrollment,  each  plan  prepared  for  the  transition  of 
members.    On  September  8,  1983,  the  AHCCCS  Administrator  provided  guidelines 
for  plans  to  follow  in  making  the  transition  from  one  plan  to  another. 
Highest  priority  was  given  to  chronically  ill  and  other  high-risk  patients. 
The  guidelines  addressed  the  following  issues: 

.    Arranging  to  care  for  persons  who  are  hospitalized  on  the  day  of 
transition,  including  plans  for  discharge. 

.    Providing  for  ongoing  care  of  active  or  chronic  treatment  patients. 

.    Instructing  new  members  concerning  emergency  numbers  and  how  to 
obtain  service. 

.    Ensuring  timely  availability  of  appropriate  medical  records. 
.    Arranging  to  meet  transportation  needs  of  transferring  members. 
.    Addressing  the  prescription  needs  of  members  during  transition. 
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.    Establishing  a  system  for  assisting  patients  when  they  present 
themselves  to  the  wrong  plan. 

A  special  transition  team  was  set  up  by  the  AHCCCS  Administrator  to 
assist  in  the  Maricopa  County  transfer.    A  memorandum  of  understanding  was 
established  on  September  16,  1983,  among  Maricopa  County,  Arizona  Physicians 
IPA,  and  Health  Care  Providers  of  Arizona  to  help  guide  the  transition.  The 
transition  in  Maricopa  was  accomplished  without  major  incident. 
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Notes  for  Chapter  XVI 


1.  "Accreditation  Handbook  for  Ambulatory  Health  Care,"  1982-83  edition, 
Accreditation  Association  for  Ambulatory  Health  Care,  Inc. 

2.  Letter  dated  December  15,  1983,  from  Ronald  S.  Moen,  Executive  Director 
of  AAAHC,  to  Phyliss  Biedess,  Director  of  Provider  Management,  MSGI, 
summarizing  results  of  medical  audits  conducted  of  the  AHCCCS  program 
from  May  to  December  1983. 
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XVII    IMPACT  OF  AHCCCS  ON  THE  PRIVATE  SECTOR 


The  original  intent  of  the  AHCCCS  legislation  was  to  include  public  and 
private  employer  groups  in  the  program.    The  enrollment  of  these  groups  was 
seen  by  the  legislature  as  a  way  for  AHCCCS  to  become  a  program  of 
mainstream  medical  care  rather  than  an  indigent  health  program.    So  far, 
AHCCCS  has  not  been  offered  to  employers.    AHCCCS  has  had  an  impact  on  the 
private  sector,  however,  by  stimulating  the  formation  of  new  prepaid  health 
plans  that  will  market  to  employers.    Such  activities  would  have  important 
impacts  on  Arizona's  health  care  delivery  system  by  offering  new  health 
provider  alternatives  for  the  private  sector. 

Original  Design  in  AHCCCS  for  Private- Sec tor  Involvement 

The  AHCCCS  legislation  made  state  and  county  employees  and  employees  of 
private  businesses  eligible  for  AHCCCS.    The  intent  was  to  include  these 
groups  to  help  induce  providers  to  participate  in  the  AHCCCS  program  and  to 
help  guarantee  that  low-income  persons  receive  the  same  services  as  are 
available  to  others.    The  addition  of  public  and  private  employee  groups 
would  enhance  the  financial  viability  of  the  program  by  providing  a  broader 
enrol  lee  base. 

During  the  first  year  of  AHCCCS,  an  RFP  was  issued  (on  December  23, 
1982)  requesting  providers  to  submit  bids  to  provide  services  to  public  and 
private  employers. 

The  eight  plans  that  submitted  bids  were:    Arizona  Physicians  IPA, 
Dynamic  Health  Services,  El  Rio  Santa  Cruz,  Health  Care  Providers  of 
Arizona,  Maricopa  Health  Plan,  Pima  Health  Plan,  University  Famli-Care,  and 
Western  Sun  (Table  XVII-1  lists  the  bids).    Because  the  rates  submitted 

XVII-1 


Table  XVII-1 

BIDS  FOR  PUBLIC  AND  PRIVATE  EMPLOYER  GROUPS  BY  PLAN 


State  County  Private  Sector 

Plan  Individual  s   Families    Individuals   F  ami  lies    individual s    hami  nes 


Arizona  Physicians  IPA 

54.92 

137.31 

54.92 

137.31 

54.92 

137.31 

Dynamic  Health  Services 

52.50 

152.50 

62.50 

162.50 

62.50 

162.50 

El  Rio  Santa  Cruz 

64.52 

173.63 

64.52 

173.63 

64.52 

173.63 

Health  Care  Providers 

64.86 

165.11 

64.86 

165.11 

64.06 

165.11 

Maricopa  Health  Plan 

52.36 

143.99 

52.36 

143.99 

52.36 

143.99 

Pima  Health  Plan 

52.35 

143.96 

52.35 

143.95 

52.35 

143.96 

Un i  vers i ty  Faml i -Ca  re 

63.51 

165.13 

64.45 

167.55 

64.45 

167.50 

Mcstera  San 

57.18 

157.26 

49.73 

129.29 

45.92 

104.07 

Source:    Proposals  From  Bidders  1982. 
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were  viewed  by  AHCCCS  as  too  high,  the  bids  were  not  accepted.    Bids  for 
state  and  county  employee  families  and  private-sector  families  were  as  high 
as  $173  per  capita.    The  administrative  cost  for  providing  AHCCCS  coverage 
for  public  and  private  employers  was  set  by  MSGI  at  18%. 

Beyond  the  high  costs,  two  other  factors  account  for  the  delay  in 
making  AHCCCS  available  to  public  and  private  groups.    First,  the  limited 
term  of  the  demonstration  makes  it  relatively  unattractive  for  employers 
seeking  longer-term  solutions  to  their  rising  health  costs.    Second,  the 
implementation  problems  associated  with  AHCCCS  (and  the  extensive  attention 
given  to  them  in  the  media)  have  made  employers  reluctant  to  join  AHCCCS 
because  they  are  concerned  about  the  viability  of  the  program.  Therefore, 
plans  for  including  public  and  private  employers  in  the  AHCCCS  program  were 
suspended  and  have  not  been  acted  upon. 

Role  of  AHCCCS  in  Stimulating  Prepaid  Health  Plans 

A  number  of  plans  in  AHCCCS  have  applied  for  status  as  state-licensed 
Health  Care  Service  Organizations  (HCSOs)  and  are  preparing  to  market  to 
private  employers  (often  under  different  names).    HCSOs  are  state-licensed 
HMOs  that  have  authority  to  market  directly  to  employers.    AHCCCS  has  thus 
acted  as  a  stimulus  for  the  creation  of  new  prepaid  health  plans  in 
Arizona.    Plans  in  effect  have  used  the  AHCCCS  support  to  help  start  up  new 
prepaid  alternatives  for  the  private  sector.    The  creation  of  new 
alternatives  is  related  to  the  overall  private-sector  cost  containment 
strategy  in  Arizona. 
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XVIII    OVERSIGHT  ACTIVITIES 


A  number  of  groups  have  been  active  in  monitoring  the  AHCCCS  program. 
Two  official  groups  are  HCFA  and  the  Joint  Legislative  Oversight  Committee 
of  the  Arizona  State  Legislature.    Unofficial  oversight  has  been  provided  by 
the  media  in  Arizona,  especially  the  Phoenix  newspapers.    Together,  these 
groups  have  provided  close  scrutiny  of  AHCCCS. 

Role  of  HCFA 

HCFA  is  one  of  the  major  partners  in  AHCCCS  along  with  the  state  and 
the  counties.    HCFA  granted  the  1115  waivers  (see  Chapter  III)  and  provides 
capitated  financing  for  the  categorically  eligible.    HCFA  has  been  actively 
involved  in  AHCCCS  since  its  early  design.    Arizona  legislators  negotiated 
the  elements  of  AHCCCS  and  its  necessary  waivers  with  HCFA  officials  in 
1981.    Since  that  time,  HCFA  officials  have  been  closely  involved  in  the 
implementation  of  AHCCCS. 

The  central  office  of  HCFA  has  been  involved  with  AHCCCS  primarily 
through  its  Office  of  Research  and  Demonstrations  (ORD),  which  has  been 
monitoring  the  AHCCCS  demonstration.    ORD  has  direct  responsibility  for 
monitoring  1115  waiver  demonstration  projects  and  for  directing  the 
evaluation  of  these  demonstrations.    In  this  capacity,  ORD  has  been 
monitoring  AHCCCS'  progress  and  has  contracted  with  SRI  International  for  a 
major  evaluation  of  the  outcomes  and  the  implementation  and  operation  of  the 
program. 

The  HCFA  regional  office  in  San  Francisco,  as  part  of  its  overall 
responsibility  for  monitoring  all  state  Medicaid  programs  in  the  region,  has 
designated  an  official  liaison  to  work  solely  with  the  State  of  Arizona  on 
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AHCCCS  on  a  continuing  basis.    The  regional  office  is  responsible  for 
monitoring  AHCCCS'  performance,  providing  technical  assistance  to  the  state, 
conducting  quarterly  financial  reviews,  and  preparing  annual  state 
assessment  reports.    These  annual  reports  are  based  on  site  visits  conducted 
by  HCFA  regional  staff  reviewing  aspects  of  the  Arizona  program.    The  1983 
report  covered  administration  and  management,  prepaid  plans,  claims  and 
encounter  processing,  eligibility,  financial  management,  reimbursement, 
utilization  control,  and  Medicare  Part  B  buy-in.    Major  regional -office 
attention  has  been  given  to  working  with  AHCCCS  to  make  utilization  review 
and  quality  assurance  systems  operational,  create  a  functioning  encounter 
data  system,  and  resolve  contracting  issues  surrounding  the  administration 
of  the  program  and  the  prepaid  plans. 

Top-level  officials,  including  the  HCFA  Administrator  and  Associate 
Administrators,  have  been  involved  in  major  issues  concerning  AHCCCS, 
including  deciding  capitation  rates,  enrollment  of  Native  Americans  in 
AHCCCS,  and  collection  of  encounter  data.    HCFA  officials  have  continued  to 
play  a  major  role  in  focusing  AHCCCS  leaders'  attention  on  the  issue  of 
collection  of  plan  encounter  data.    Without  adequate  encounter  data,  the 
program  itself  and  its  evaluators  will  not  be  able  to  make  valid  judgments 
about  its  effectiveness.    The  HCFA  central  office  has  spent  a  considerable 
amount  of  time  pressuring  AHCCCS  to  provide  routine  monthly  reports  on 
encounter  data. 

HCFA  has  also  been  actively  involved  in  decisions  concerning  the 
private  Administrator  for  AHCCCS.    HCFA  regional  officials  monitored  AHCCCS 
contract  negotiations  with  MSGI  and  decided  in  December  1983  to  hold  up  the 
federal  share  of  payments  for  the  Administrator  until  the  contract  dispute 
was  resolved. 

Role  of  the  Legislature 

The  legislature  created  a  Joint  Legislative  Oversight  Committee  to 
monitor  the  implementation  of  the  AHCCCS  program.    This  committee  is 
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composed  of  15  members:  5  each  from  the  Senate  and  House,  3  county 
supervisors,  and  the  directors  of  the  Departments  of  Health  and 
Administration.    The  committee  has  met  approximately  bimonthly  to  review 
rules  and  regulations,  discuss  implementation  plans,  hear  reports  on  the 
progress  of  AHCCCS,  and  discuss  how  areas  of  difficulty  will  be  addressed. 

Since  the  legislature  was  intimately  involved  in  the  design  of  AHCCCS, 
it  has  a  special  interest  in  the  program  and  closely  follows  its  progress. 
At  times  of  controversy,  the  Legislative  Oversight  Committee  has  provided  a 
public  forum  for  discussion  of  the  issues  involved.    In  the  first  year,  for 
example,  the  committee  focused  attention  on  issues  of  enrollment  and 
payments  to  providers.    During  the  second  year,  it  focused  primarily  on 
issues  surrounding  the  Administrator. 

Media  Oversight 

The  media  have  taken  a  special  interest  in  AHCCCS.    In  particular,  the 
Arizona  Republic  in  Phoenix  has  provided  front-page  coverage  of  AHCCCS  on  at 
least  a  weekly  basis,  along  with  extensive  investigative  reporting.    Most  of 
the  reports  have  focused  on  allegations  of  scandals  in  the  program.  The 
Republ ic  has  taken  the  editorial  position  that  AHCCCS  is  a  failure.  Its 
news  articles  highlight  problems  in  implementation  and  administrative 
difficulties.    Other  major  newspapers  in  Phoenix  and  Tucson  have  provided 
extensive  coverage  of  issues  surrounding  AHCCCS.    A  television  station  has 
run  week -long  investigative  stories  on  the  AHCCCS  program. 

Overall,  AHCCCS  has  received  extensive  attention  in  the  media,  which 
have  played  a  watchdog  role  in  overseeing  its  implementation.    The  volume 
and  intensity  of  the  media  coverage  may  be  an  influencing  factor  in  public 
decision-making  concerning  the  program.    In  particular,  the  continued 
front-page  coverage  about  AHCCCS  has  contributed  to  a  crisis  atmosphere  that 
has  prompted  public  officials  to  give  attention  to  this  program. 
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XIX    POLICY  IMPLICATIONS  OF  AHCCCS 


After  its  first  18  months  the  innovative  Arizona  system  is  in  place  and 
serving  a  large  number  of  indigents.    The  key  elements  of  AHCCCS  have  been 
implemented  and  can  inform  other  state  policymakers  who  may  want  to  promote 
similar  innovations.    The  AHCCCS  program  involves  a  number  of  major  specific 
innovations,  and  lessons  from  Arizona's  experiences  are  useful  in  designing 
new  initiatives  in  each  of  these  areas. 

This  chapter  will  discuss  policy  implications  of  AHCCCS  that  should  be 
useful  to  Arizona,  other  states,  and  the  federal  government.    It  addresses 
the  following  aspects  of  the  AHCCCS  program:    the  administration  of  the 
program,  eligibility  and  enrollment,  competitive  bidding,  the  formation  of 
prepaid  plans,  enrollee  cost  sharing,  gatekeeping,  information  systems, 
quality  assurance  and  patient  satisfaction,  and  the  relationship  of  AHCCCS 
to  the  counties  and  the  private  sector.    For  each  aspect  or  issue,  its 
importance  for  AHCCCS  and  other  states  will  be  discussed,  lessons  from  the 
AHCCCS  experience  will  be  assessed,  and  specific  policy  implications  will  be 
examined. 

Administration  of  the  Program 

Importance  to  AHCCCS  and  Relevance  to  Other  States 

Although  many  states  contract  out  claims  processing  to  a  private  firm, 
Arizona  was  the  first  state  that  contracted  out  the  general  administration 
of  the  program.    In  Arizona,  the  number  of  functions  performed  by  the 
private  Administrator  was  much  larger,  including  enrollment  of 
beneficiaries,  provider  monitoring  and  relations,  and  quality  assurance. 
The  issue  of  what  functions  are  best  performed  by  a  private  contractor  and 
what  functions  are  best  performed  by  government  agencies  could  thus  be 
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tested  by  AHCCCS.    Other  states  interested  in  appropriate  and  cost-effective 
program  administration  will  be  interested  in  Arizona's  experience  with  a 
private  Administrator. 

A  number  of  factors  limit  generalization  of  the  findings  on  the  private 
Administrator  concept  from  the  AHCCCS  experience  to  other  states.  Because 
Arizona  did  not  have  a  Medicaid  program,  it  did  not  have  prior  state 
administrative  experience  to  guide  the  design  of  the  private  Administrator's 
functions.    Because  AHCCCS  had  an  innovative  program  design,  state  officials 
did  not  know  exactly  what  administrative  functions  would  be  required.  In 
the  absence  of  both  "baseline"  experience  and  a  clear  idea  of  how  the  new 
program  would  operate,  it  was  difficult  for  AHCCCS  to  specify  the  functions 
of  tne  private  Administrator  accurately. 

Because  all  other  states  have  experience  with  Medicaid  program 
administration,  many  would  be  in  a  better  position  to  judge  their 
administrative  needs,  even  in  a  new  program  such  as  AHCCCS.    This  experience 
includes  background  in  management  of  providers,  enrollment,  and  contract 
administration.    Moreover,  because  Arizona  has  now  tested  a  statewide 
prepaid,  competitive  model,  other  states  can  gain  from  Arizona's  experience 
concerning  the  special  administrative  needs  of  a  program  like  AHCCCS.  These 
include  the  need  for  bidding  procedures,  information  systems,  and  quality 
assurance  systems  for  prepaid  programs. 

Lessons  from  the  AHCCCS  Experience 

The  major  lessons  from  the  AHCCCS  experience  with  the  private 
Administrator  are  in  the  areas  of  (1)  determining  what  functions  are 
appropriate  to  contract  out  and  (2)  designing  and  administering  the  contract. 
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What  Functions  Are  Appropriate  to  Contract  Out? 


The  AHCCCS  program  was  designed  explicitly  to  limit  the  state 
government's  role  in  administration  of  the  program.    Virtually  all 
day-to-day  functions  of  administration  were  the  responsibility  of  the 
private  Administrator.    The  legislature  wanted  the  state  AHCCCS  agency's 
activities  to  be  limited  to  oversight  responsibility  and  wanted  the  agency 
itself  to  remain  small. 

The  AHCCCS  implementation  experience  fell  short  of  expectations  in  the 
area  of  program  administration.    Particular  areas  of  difficulty  included 
enrollment,  the  information  system,  provider  relations,  and  quality 
assurance.    Difficulties  in  the  enrollment  functions  diverted  resources  and 
attention  from  other  responsibilities,  such  as  information  systems 
development,  provider  relations,  and  quality  assurance.    In  addition, 
several  other  factors  led  to  significant  problems  in  the  implementation  of 
the  program's  administration,  including  the  short  implementation  time,  the 
lack  of  a  prior  Medicaid  program  in  Arizona,  the  newness  of  the  AHCCCS 
health  plans,  the  unique  aspects  of  AHCCCS  compared  with  traditional 
Medicaid,  the  rapidity  of  program  changes  during  the  first  few  months  of  the 
program,  the  turnover  of  key  staff,  and  the  underestimation  of  required 
resources. 

Because  of  the  factors  listed  above,  it  is  difficult  to  conclude 
whether  the  private  Administrator  concept  itself  was  flawed,  or  whether  the 
problem  lay  in  its  implementation.    Nevertheless,  there  are  certain 
functions  that  are,  at  best,  difficult  to  delegate  to  a  private 
organization.    It  may  be  difficult  to  assign  the  private  Administrator 
functions  that  require  extensive  client  relations  (enrollment),  regulatory 
responsibilities  (provider  monitoring  and  quality  assurance),  or 
responsibility  for  clarifying  such  policies  as  covered  services.    In  each  of 
these  instances,  which  are  traditionally  the  responsibility  of  the  state, 
the  contractor  had  difficulties  making  judgments  and  enforcing  regulations. 
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On  the  other  hand,  claims  and  encounter  data  processing,  MIS,  and 
provider  training  and  technical  assistance  would  appear  to  be  appropriate 
functions  to  contract  out.    Many  states  currently  contract  out  these 
functions  successfully.    These  responsibilities  can  be  clearly  specified  and 
involve  a  minimum  of  discretionary  judgment  concerning  either  clients  or 
providers. 

In  any  case,  whatever  responsibilities  are  delegated  to  a  private 
Administrator,  it  is  critical  that  these  responsibilities  be  clearly 
specified  and  communicated  to  all  parties  so  that  the  responsibility  for  any 
particular  task  or  issue  is  well  understood  by  all.    If  a  responsibility  can 
be  clearly  specified  and  communicated  it  is  a  candidate  for  being  contracted 
out  by  a  state. 

Design  and  Administration  of  the  Contract 

The  design  of  a  complex  contract  of  this  type  requires  a  careful 
specification  of  the  tasks  to  be  performed.    Because  the  state  did  not  know 
in  advance  exactly  what  administrative  functions  would  be  needed  for  a  new 
program  of  this  type,  it  was  not  able  to  establish  such  a  clear 
specification.    Therefore,  procedures  for  contract  modification  that  would 
take  into  account  the  evolving  program  requirements  were  needed.  Such 
modification  procedures  were  never  developed  or  implemented  in  AHCCCS.  In 
the  absence  of  either  clear  specification  of  tasks  in  the  contract  or 
effective  modification  procedures,  confusion  concerning  the  Administrator's 
responsibilities  developed. 

The  method  of  payment  for  a  contract  of  this  type  can  create 
difficulties  as  well.    A  cost-based  contract  was  selected  for  the  AHCCCS 
private  Administrator.    Payments  under  such  a  contract  will  be  greater  when 
costs  incurred  are  higher  than  those  estimated  or  when  added 
responsibilities  are  taken  on.    Actual  billings  under  the  contract  may  not 
accord  with  the  estimates  in  the  original  bid.    Such  a  disagreement  was  a 
major  factor  in  the  dispute  over  the  private  Administrator  contract. 
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Given  a  cost-based  contract  with  a  changing  scope  of  activities, 
sufficient  monitoring  must  be  established  to  oversee  the  changing 
responsibilities  of  the  Administrator,  the  need  for  additional  resources, 
and  the  allocation  of  those  resources.    It  is  also  critical  to  monitor,  on 
an  ongoing  basis,  the  contractor's  performance  in  each  functional  area  of 
responsibility.    This  requires  a  commitment  of  staff  time  and  expertise  and 
a  set  of  procedures  for  regular  reporting,  contract  modification,  and 
evaluation.    For  a  contract  with  a  private  Administrator  to  function 
effectively,  government  contract  administration  must  be  effective. 

The  manner  of  procurement  of  the  contractor  is  also  critical.    If  the 
contract  is  to  be  cost-based,  there  needs  to  be  a  careful  reconciliation  of 
each  bidder's  technical  approach,  proposed  resources,  and  cost.  The 
sufficiency  of  resources  should  be  carefully  scrutinized  because  the  success 
of  the  implementation  will  depend  heavily  on  this  factor.    Differences  in 
costs  between  bidders  should  be  analyzed  and  a  determination  made  whether 
they  result  from  differences  in  the  efficiency  of  the  competing 
organizations  or  approaches,  or  simply  are  different  estimates  of  an  unknown 
cost. 

Finally,  the  allotted  time  between  contractor  selection  and  program 
implementation  must  be  sufficient  to  establish  and  test  new  procedures, 
train  staff,  and  deal  with  unexpected  problems  in  a  new  program.    This  was 
clearly  not  the  case  in  AHCCCS. 

Policy  Implications 

.    A  state  needs  to  think  carefully  about  what  functions  are  suitable 
for  contracting  out  to  private  firms  and  those  that  are  more 
suitable  to  be  performed  by  the  state  itself. 

.    The  state  should  exercise  caution  in  basing  an  award  decision 
primarily  on  bid  price  and  should  explicitly  assess  the  likelihood 
of  cost  overruns  given  a  low  bid. 

Responsibilities  delegated  to  a  private  Administrator  should  be 
clearly  specified  and  be  capable  of  being  monitored  and  supported  by 
the  contracting  agency. 
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.    Contract  modification  procedures  are  required  that  can  deal 
effectively  with  changing  responsibilities. 

.    The  contracting  agency  needs  to  devote  sufficient  resources  to 
monitoring  the  private  Administrator's  performance. 

Eligibility  and  Enrollment 

Importance  to  AHCCCS  and  Relevance  to  Other  States 

Enrollment  is  a  critical  function  for  prepaid  plans  because  it 
establishes  the  client  base  for  their  capitated  payments.    In  a  traditional 
fee-for-service  Medicaid  program,  once  eligibility  for  the  program  is 
established,  clients  can  receive  services  from  any  provider  participating  in 
the  program.    In  AHCCCS,  after  eligibility  is  established,  clients  must 
enroll  in  a  specific  plan.    The  responsibility  for  enrolling  eligible 
persons  is  separate  from  eligibility  determination.    Plans  are  not  at  risk 
for  the  client's  care  until  enrollment  is  completed.    All  states  interested 
in  prepaid  approaches  to  providing  medical  care  should  be  particularly 
interested  in  the  process  of  AHCCCS  beneficiary  enrollment--specif ically , 
how  it  is  done,  what  problems  are  encountered,  and  how  these  problems  can  be 
resolved. 

The  AHCCCS  experience  with  enrollment  can  be  generalized  to  other  state 
or  local  programs  that  involve  prepaid  providers.    The  limits  to 
generalizing  the  experience  depend  on  the  way  in  which  eligibility  and 
enrollment  functions  are  defined.    Each  state  or  local  program  may  specify 
this  interface  in  different  ways.    Lessons  from  AHCCCS  are  related  to  how 
AHCCCS  chose  to  determine  eligibility  and  to  enroll  eligibles  in  plans. 

Lessons  from  the  AHCCCS  Experience 

Two  policy  decisions  had  a  major  impact  on  AHCCCS:    the  decision  to 
leave  with  the  counties  the  responsibility  for  determining  the  eligibility 
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of  the  medically  indigent  and  the  medically  needy  (MI/MN),  and  the  decision 
to  place  with  the  private  Administrator  the  responsibility  for  actually 
enrolling  beneficiaries  in  plans.    Thus,  while  the  state  handled  eligibility 
determination  for  AFDC  and  SSI  beneficiaries  and  the  counties  handled 
eligibility  determination  for  the  MI/MN  groups,  the  actual  enrollment  into 
plans  would  be  the  responsibility  of  a  third  entity,  the  private 
Administrator.    This  division  of  responsibility  created  time  lags  and  other 
difficulties  in  completing  the  eligibility  and  enrollment  process. 

Completion  of  the  eligibility  and  enrollment  process  was  particularly 
difficult  for  MI/MNs,  but  problems  surfaced  even  in  the  transmission  of  AFDC 
and  SSI  eligibility  data  from  the  state  to  the  private  Administrator.  The 
counties  were  not  able  to  process  eligibility  determinations  for  the  MI/MN 
group  in  a  timely  manner  because  of  difficulties  in  establishing  eligibility 
systems,  the  complexity  of  the  determination  procedures,  and  the  initial 
backlog  of  cases. 

Extensive  lags  developed  between  the  time  that  counties  established 
eligibility  for  MI/MN  beneficiaries  and  the  time  that  these  groups  were 
enrolled  in  plans.    During  this  time,  eligibles  received  services  from 
providers  who  were  paid  on  a  fee-for-service  basis  by  the  AHCCCS  program. 
Because  MI/MN  populations  tend  to  be  high  users  of  medical  services  in  the 
first  few  weeks  of  eligibility  (they  often  do  not  apply  for  eligibility 
until  they  are  acutely  ill),  the  delay  in  enrolling  these  groups  in  a  plan 
resulted  in  increased  costs  to  the  state.    The  state  had  already  allocated 
most  of  its  budget  to  capitation  payments;  therefore,  the  amount  that 
remained  for  fee-for-service  payments  was  inadequate.    Furthermore,  the  time 
lags,  partly  a  result  of  the  involvement  of  multiple  parties,  resulted  in 
numerous  cases  of  confusion  concerning  individual  members'  enrollment  status. 

Policy  Implications 

.    The  eligibility  and  enrollment  system  should  be  integrated  in  a 
manner  that  reduces  delays.    This  may  require  either  that  the  state 
or  the  contractor  operate  the  entire  system  or  that  an  on-line 
communications  system  among  all  responsible  parties  be  established 
to  reduce  delays  due  to  inefficient  transfer  of  data. 
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.    Eligibility  forms  and  procedures  should  be  streamlined  to  reduce 
unnecessary  delays  in  eligibility  determination. 

.    In  a  capitated  system  of  delivery  of  medical  care,  it  is  especially 
important  to  cover  eligibles  under  the  capitation  arrangements  as 
quickly  as  possible.    Thought  should  be  given  to  streamlining  the 
eligibility  and  enrollment  system  or  developing  means  by  which  plans 
would  accept  retroactive  capitation. 

.    Special  attention  in  the  design  of  an  eligibility  and  enrollment 
system  must  be  given  to  MI/MN  groups,  who  tend  to  be  high  users  of 
medical  services  at  the  time  of  their  initial  program  eligibility. 


Competitive  Bidding 

Importance  to  AHCCCS  and  Relevance  to  Other  States 

Competitive  bidding  serves  two  important  functions.    First,  by  forcing 
providers  of  care  to  compete  with  each  other  on  the  basis  of  price,  it 
should  lower  the  cost  to  the  state  of  rendering  services  to  the  indigent 
population  compared  with  traditional  fee-for-service  reimbursement  because 
providers  will  be  encouraged  to  act  more  efficiently  in  their  use  of 
resources.    Second,  when  the  competitive  bidding  is  conducted  in  a  capitated 
system,  the  state  is  able  to  shift  some  of  the  financial  risk  of  the 
Medicaid  entitlement  program  to  service  providers.    This  permits  the  state 
to  exert  stronger  budgetary  control  over  Medicaid  program  spending  because 
the  state  will  no  longer  have  uncertainty  about  payments  per  beneficiary. 
The  state,  of  course,  will  still  need  to  be  concerned  about  its  estimates  of 
the  number  of  eligibles  to  ensure  budgetary  control. 

Because  of  the  cost  and  budgetary  control  aspects  of  the  competitive 
bidding  process,  other  states  are  extremely  interested  in  the  Arizona 
experience.    For  many  states,  Medicaid  is  accounting  for  an  ever  increasing 
share  of  state  budgets.    The  entitlement  nature  of  traditional  Medicaid 
programs,  combined  with  the  reimbursement  of  their  providers  on  a 
fee-for-service  basis,  makes  it  difficult  for  states  to  impose  budgetary 
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constraints  on  total  spending.    Competitive  bidding  provides  one  mechanism 
by  which  states  can  both  attempt  to  control  expenditure  growth  and  limit 
their  financial  risk. 

Two  major  differences  between  Arizona  and  many  other  states  need  to  be 
considered  when  generalizing  from  the  Arizona  experience  with  competitive 
bidding.    First,  Arizona  had  few  prepaid  plans  prior  to  AHCCCS.    Most  of  the 
full -service  bidders  in  the  first  year  were  formed  specifically  to  bid  on 
AHCCCS.    Other  states  with  a  greater  number  of  established  prepaid  plans 
might  have  a  different  experience.    Established  prepaid  plans  have 
well -developed  relationships  with  providers  and  structures  in  place,  such  as 
mechanisms  for  cost  containment,  procedures  for  utilization  review,  and 
administrative  structures  that  could  support  the  collection  of  copayments. 
Because  these  control  mechanisms  had  to  be  implemented  quickly  by  Arizona's 
new  AHCCCS  providers,  one  might  expect  these  mechanisms  to  be  less  developed 
and  consequently  less  effective  in  controlling  utilization  than  they  would 
be  in  states  where  providers  would  be  more  experienced  prepaid  plans.  On  the 
other  hand,  experience  in  Arizona  does  not  necessarily  suggest  that  existing 
prepaid  plans  would  be  active  bidders  because  the  few  existing  prepaid  plans 
in  Arizona  participated  in  AHCCCS  on  only  a  limited  basis. 

Second,  the  absence  of  a  prior  Medicaid  program  in  Arizona  made  it 
difficult  for  bidders  to  calculate  expected  utilization  patterns  and 
per-service  costs— information  necessary  to  prepare  accurate  competitive 
bids.    This  would  be  less  of  a  problem  for  states  with  a  well -developed 
Medicaid  Management  Information  System  (MMIS)  that  could  provide  better 
baseline  data  for  potential  providers. 

Lessons  from  the  AHCCCS  Experience 

One  major  problem  for  the  state  and  the  bidders  was  the  short  time 
allowed  from  the  date  the  program  was  authorized  by  the  legislature  to  the 
actual  start  of  the  provider  bidding.    The  state  did  not  have  sufficient 
time  to  develop  the  bidding  process  fully  before  release  of  the  provider  RFP 
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and  continued  to  amend  it  after  it  had  been  released,  while  the  bidders  were 
constructing  their  bids.    The  resulting  confusion  increased  uncertainty 
among  the  bidders  and  may  have  led  to  a  different  set  of  bids  than  would 
have  been  submitted  if  the  state  had  had  more  time  to  develop  and  market  the 
RFP  to  potential  providers. 

The  bidding  process  was  hampered  by  the  fact  that  bidders  could 
estimate  the  overall  dollar  amount  that  the  state  was  budgeting  for 
capitated  payments  by  estimating  the  amount  to  be  allocated  to 
fee-for-service  claims  and  subtracting  it  from  the  state's  total  budget. 
Thus,  rather  than  estimating  expected  utilization  patterns  by  beneficiary 
category  and  applying  unit  service  costs,  it  is  possible  for  bidders  to 
"work  backward"  to  construct  their  bids.    This  is  in  contrast  to  a  system 
where  bids  are  accepted  and  then  budgets  are  allocated  on  the  basis  of  the 
results  of  the  bidding  process.    As  the  providers  accumulate  more 
utilization  and  cost  data,  their  bid  prices  should  more  closely  reflect  the 
actual  costs  of  service  provision. 

Because  the  state  was  initially  concerned  with  generating  a  sufficient 
number  of  bids,  there  was  little  real  price  competition  among  bidders.  Only 
three  bidders  in  the  first  year  and  four  in  the  second  year  had  all  their 
bids  rejected  by  the  state  because  the  price  was  too  high.    The  perceived 
minimal  amount  of  price  competition  may  have  led  bidders  to  develop  bid 
prices  considerably  above  costs.    The  lack  of  prior  experience  and  baseline 
data  may  also  have  encouraged  high  bid  prices  as  providers  attempted  to 
cover  the  risk  of  uncertainty.    The  inability  of  the  state  to  negotiate 
price  directly  with  the  plans,  coupled  with  a  perceived  low  degree  of 
competition,  limited  the  extent  to  which  competitive  bidding  could  be  used 
as  a  cost  control  mechanism.    Evidence  that  bid  prices  may  have  exceeded 
costs  in  the  first  year  is  that  the  second-year  bid  prices  were  only 
slightly  higher  than  the  first-year  prices. 

The  AHCCCS  director  was  advised  by  the  Attorney  General  that  Arizona 
state  law  did  not  permit  the  state  to  negotiate  prices  with  potential 
bidders,  thereby  restricting  the  flexibility  of  the  state  in  the 
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bid/negotiation  process.    In  the  first  year  of  bidding,  the  high  level  of 
the  bids  resulted  in  the  state's  asking  for  voluntary  price  reductions  from 
bidders  in  six  counties.    At  the  time  they  were  making  their  price 
reductions,  bidders  knew  the  amount  bid  by  each  competitor.  Arizona's 
first-year  experience  with  competitive  bidding  was  at  least  partly 
responsible  for  the  results  of  the  second-year  bidding,  in  which  the  state 
again  had  to  ask  for  voluntary  price  reductions  and  declare  a  second  round 
of  bidding. 

Policy  Implications 

.    Sufficient  time  should  be  allowed  for  the  state  to  develop  the 
provider  RFP  and  for  the  plans  to  respond  to  the  RFP. 

.    To  promote  a  more  competitive  process,  the  state  should: 

-  Not  allow  its  budget  amount  to  be  known  prior  to  bidding. 

-  Have  the  ability  to  negotiate  with  bidders. 

-  Not  allow  others  bidders'  bid  prices  to  be  known  while  providers 
are  submitting  revised  bids. 

-  Create  an  environment  where  bidders  perceive  that  there  is  a  real 
probability  of  losing. 

Formation  of  Prepaid  Plans 

Importance  to  AHCCCS  and  Relevance  to  Other  States 

The  formation  of  an  adequate  number  of  prepaid  plans  to  bid  is  a 
critical  element  to  a  statewide  program  such  as  AHCCCS.    Other  states 
interested  in  this  type  of  program  need  to  know  what  is  involved  in 
encouraging  the  formation  of  an  adequate  number  of  qualified  prepaid  plans. 

Again,  the  fact  that  Arizona  had  few  existing  prepaid  plans  is  an 
important  difference  from  some  other  states.    In  Arizona,  many  of  the  plans 
were  formed  specifically  for  AHCCCS.    In  other  states,  existing  prepaid 
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plans  may  have  to  change  some  of  their  established  practices  to  participate 
in  a  program  like  AHCCCS. 

Lessons  from  the  AHCCCS  Experience 

There  were  no  specific  bidder  requirements  in  AHCCCS  regarding  the 
amount  of  working  capital  necessary  or  the  management  and  quality  assurance 
systems  in  place  in  the  first  year  of  bidding.    The  state  wanted  to 
encourage  bidding  and  thus  did  not  want  to  establish  any  requirements  that 
might  discourage  potential  bidders.    Although  it  did  encourage  bidding,  the 
state's  laissez-faire  attitude  toward  providers  limited  its  ability  to  deal 
with  problems  of  financial  solvency  as  well  as  to  enforce  compliance  of  plan 
quality  assurance  and  financial  and  encounter  data  reporting  requirements. 

In  the  first  year  of  bidding,  AHCCCS  permitted  partial -service  bids  in 
addition  to  full-service  bids.    Fifty  separate  organizations  bid  in  the 
first  year.    Of  the  20  full  service  bidders  in  the  first  year,  16  were 
formed  specifically  to  bid  on  AHCCCS  and  13  of  these  16  newly  formed  plans 
were  awarded  contracts.    What  was  surprising  in  the  first  year  was  the 
overall  level  of  interest  expressed  in  bidding  on  AHCCCS,  and  the  speed  with 
which  plans  were  able  to  organize  themselves  to  bid. 

In  the  second  year  of  bidding,  there  were  23  full-service  bidders.  Out 
of  the  17  full -service  bidders  awarded  contracts  in  the  first  year,  only  2 
did  not  bid  in  the  second  year.    Of  the  19  plans  awarded  contracts  in  the 
second  year,  5  were  new  bidders.    Interest  in  bidding  on  AHCCCS  or  remaining 
in  the  program  thus  appeared  to  be  quite  strong. 

Policy  Implications 

.    Providers  do  seem  willing  to  organize  themselves  into  prepaid  plans 
to  provide  services  to  indigents. 

.    State  government  should  provide  technical  assistance  to  newly  formed 
prepaid  plans.    This  should  include  technical  assistance  in  the 
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development  of  plan  MISs,  effective  utilization  control  mechanisms, 
quality  assurance  programs,  and  sound  financial  systems;  and  it 
should  promote  the  sharing  of  "best  practice"  information  among 
providers. 

.    Specific  requirements  for  bidders  regarding  working  capital, 
adequate  management  capability,  quality  assurance  and  reporting 
systems  should  be  developed  and  enforced. 

Enroll ee  Cost  Sharing 

Importance  to  AHCCCS  and  Relevance  to  Other  States 

Enrollee  cost  sharing  through  copayments,  deductibles,  and  other  means 
are  cost  containment  mechanisms  of  interest  to  both  government  and  the 
private  sector.    Questions  concerning  the  feasibility  of  implementing 
different  cost-sharing  approaches  for  the  indigent  and  their  effectiveness 
as  a  mechanism  for  maintaining  personal  dignity  and  containing  costs 
(especially  in  a  prepaid  system)  are  of  interest  to  other  states. 

Nominal  copayments  were  established  in  AHCCCS  through  regulations  for 
specific  types  of  services.    Copayments  are  required  for  patient-initiated 
visits  but  are  not  charged  for  authorized  referrals.    Who  is  responsible  for 
collecting  the  copayments  and  how  they  are  to  be  collected  was  not  specified 
by  the  regulations.    What  can  be  learned  from  the  AHCCCS  experience  to  date 
is  how  the  concept  of  copayments  was  or  was  not  implemented  in  different 
types  of  provider  plans. 

Lessons  from  the  AHCCCS  Experience 

Collection  of  beneficiary  copayments  has  been  actively  implemented  by 
only  12  AHCCCS  prepaid  plans.    Many  of  the  plans  seem  to  believe  that  the 
costs  of  collecting  the  copayments  outweigh  the  benefits  and  revenues  that 
would  be  obtained.    They  do  not  appear  to  feel  that  copayments  serve  an 
important  function  in  promoting  the  beneficiary's  personal  dignity  or  in 
containing  unnecessary  utilization  of  services.    Four  of  the  seven  IPA-type 
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plans  indicated  that  their  doctors  actively  seek  copayments;  however,  plans 
organized  as  IPAs,  which  utilize  many  physicians  in  many  places,  cannot 
efficiently  monitor  physician  collection  practices.    The  one  plan  that  is 
both  an  IPA  and  a  staff  model  plan  has  a  mechanism  to  collect  copayments. 
Of  the  11  non-IPA-type  plans,  4  indicated  that  they  do  not  attempt  to 
collect  copayments;  7  indicated  that  they  do  attempt  to  collect  copayments. 
If  copayments  are  to  be  useful,  they  must  be  set  at  a  level  high  enough  to 
be  effective  as  a  cost  containment  measure  and  to  represent  enough  perceived 
benefits  and  plan  revenues  so  that  plans  have  an  incentive  to  collect  them. 
Yet  they  must  not  be  so  high  that  they  become  a  financial  burden  for 
low-income  persons.    This  balance  is  difficult  to  establish  on  a  statewide 
level . 

Policy  Implications 

.    If  the  state  does  not  wish  to  enforce  mandatory  beneficiary 
copayments,  such  copayments  should  be  made  optional  at  the 
discretion  of  the  plans. 

.    If  the  state  believes  that  copayments  should  be  mandatory,  there 
should  be  strong  efforts  by  the  state  to  convince  plans  and 
providers  of  their  importance  (as  personal  dignity  and  cost 
containment  mechanisms),  assistance  in  designing  accounting  systems 
that  would  aid  in  copayment  collection,  and  strong  penalties  for 
noncompl iance. 

Gatekeeping 

Importance  to  AHCCCS  and  Relevance  to  Other  States 

One  major  cost  containment  feature  at  the  plan  level  is  the  control  of 
utilization  by  gatekeeping.    The  gatekeeper's  role  is  to  provide 
beneficiaries  with  access  to  appropriate  care  while  controlling  nonessential 
specialized  treatment.    This  feature  of  AHCCCS  is  of  interest  to  a  wide 
range  of  public  and  private  health  programs.    Although  gatekeeping  has  been 
implemented  in  a  number  of  other  demonstration  projects,  it  has  not  been 
tried  on  a  statewide  basis  anywhere  except  within  the  AHCCCS  program.  Its 
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broad  scale  is  particularly  unique  for  indigent  programs,  and  its 
performance  is  being  watched  by  other  states  interested  in  better  care  for 
the  indigent.    This  model  is  general izable  to  other  prepaid  health  plan 
arrangements  in  which  the  patient  has  restricted  freedom  of  choice  in 
choosing  specialists  and  thus  must  have  the  approval  of  a  gatekeeper  in 
order  to  receive  specialized  services. 

Lessons  from  the  AHCCCS  Experience 

The  original  AHCCCS  legislation  required  that  all  AHCCCS  eligibles 
choose  or  be  assigned  to  a  primary  care  physician  within  a  plan,  who  would 
serve  as  a  "gatekeeper"  for  all  care  received.    The  19  current  plans  have 
implemented  these  gatekeeper  functions  in  a  variety  of  ways.    IPA-type  plans 
generally  have  patients  assigned  to  an  individual  gatekeeper;  staff  and 
group  model  HMOs  and  plans  sponsored  by  hospitals  frequently  do  not  require 
a  beneficiary  to  pick  an  individual  gatekeeper.    Generally,  for  all  plans, 
internists  and  OB/GYNs  can  serve  as  primary  care  gatekeepers  if  they  wish. 
For  some  of  the  plans  in  the  rural  areas,  general  surgeons  and  other 
specialists  who  have  traditionally  acted  as  primary  care  physicians  in  those 
areas  can  also  serve  as  gatekeepers. 

In  general,  HMO-type  plans  serve  organizationally  as  gatekeepers;  in 
IPAs,  individual  physicians  function  in  this  role.    In  IPAs,  where  care  is 
delivered  by  a  cadre  of  physicians  in  private  practice,  the  gatekeeper  role 
is  stricter  and  has  been  implemented  more  nearly  in  the  mode  of  the 
regulations.    Effective  implementation  of  gatekeeping  requires  establishing 
incentives  to  reward  primary  care  physicians  for  their  added  responsibility 
and  systems  that  monitor  and  reinforce  their  performance. 

Policy  Implications 

.  IPAs  and  non-IPA-type  plans  may,  because  of  their  structures,  tend 
to  implement  the  concept  of  gatekeeping  in  different  ways.  If  the 
state  wishes  to  permit  these  different  concepts  of  gatekeeping, 
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requirements  for  gatekeeping  should  be  written  to  allow  flexibility. 

.    Incentives  may  be  required  to  reward  primary  care  gatekeepers  for 
their  added  responsibilities  for  patients. 

.    Plans  should  be  encouraged  to  implement  data  systems  that  could  help 
them  monitor  gatekeepers'  performance. 

Information  Systems 

Importance  to  AHCCCS  and  Relevance  to  Other  States 

Information  systems  necessary  for  the  functioning  of  a  statewide 
prepaid  program  such  as  AHCCCS  are  different  from  those  necessary  for  a 
traditional  Medicaid  program.    Therefore,  other  states  interested  in  an 
AHCCCS- type  program  need  to  know  what  types  of  information  systems  are 
required  to  report  data  on  cost  and  utilization.    Without  such  information 
systems,  it  is  not  possible  to  manage  a  program  like  AHCCCS. 

Because  AHCCCS  was  designed  mainly  as  a  prepaid  system,  it  requires  the 
collection  of  information  on  encounters.    Such  data  are  needed  for  the 
overall  monitoring  of  services  provided,  for  surveillance  and  utilization 
review,  for  plan  management,  and  for  program  evaluation.    Typical  Medicaid 
fee-for-service  programs  are  able  to  obtain  similar  data  through  claims 
information,  which  are  the  basis  for  payment.    A  management  information 
system  for  a  prepaid  program  such  as  AHCCCS  must  be  equipped  to  maintain  an 
extremely  accurate  eligibility  data  base,  generate  capitation  as  well  as 
fee-for-service  payments  to  providers,  collect  and  process  encounter  data, 
and  provide  utilization  and  program  management  reports.  Comparative 
management  data  should  be  provided  to  plans  on  a  regular  basis  to  encourage 
their  submission  of  data.    Any  state  or  local  program  contemplating  a 
prepaid  approach  can  learn  from  the  AHCCCS  experience  in  setting  up  its  new 
system. 
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Lessons  from  the  AHCCCS  Experience 


AHCCCS  plans  are  required  to  submit  financial  reports  and  utilization 
data  on  a  regular  basis.    During  the  first  18  months  of  the  program,  very 
little  emphasis  was  given  to  monitoring  the  collection  of  either  of  these 
kinds  of  data.    Our  analysis  estimates  that  less  than  one-fourth  of  expected 
encounter  data  and  less  than  20%  of  the  expected  financial  reports  had  been 
collected  as  of  February  1984.    Many  plans  submitted  no  data  at  all  while 
others  submitted  only  a  small  fraction  of  what  was  expected. 

Problems  of  both  design  and  implementation  led  to  difficulties  in 
establishing  the  AHCCCS  information  system.    Computer  systems  used  by  the 
private  Administrator  for  a  traditional  Medicaid  system  in  another  state 
were  trans f erred  to  Arizona  and  then  modified  to  meet  the  needs  of  AHCCCS. 
The  system  needed  for  AHCCCS  proved  to  be  quite  different;  ideally,  it 
should  have  been  designed  specifically  for  a  prepaid  program. 
/ 

The  encounter  data  forms  used  could  have  profited  from  a  more 
thoughtful  design  sensitive  to  the  unique  features  of  the  program  and  the 
plans.    In  the  first  18  months,  very  few  encounter  data  were  collected  from 
the  plans.    The  plans  had  few  incentives  for  submitting  encounter  data  on  a 
regular  basis,  and  there  were  no  penalties  for  failing  to  comply  with 
requests  for  encounter  data.    Unlike  claims  data,  which  serve  as  the  basis 
for  payment,  encounter  data  were  not  linked  to  payment.    Thus,  unless  plans 
saw  the  encounter  data  assembled  by  the  state  as  useful  in  their  own 
internal  management,  they  had  little  incentive  to  submit  them.  The 
experience  in  Arizona  suggests  that  real  sanctions  must  be  in  place  to 
secure  these  types  of  data,  such  as  stiff  financial  penalties  for  lack  of 
compliance  or  termination  of  the  plan's  contract. 

Policy  Implications 

.    Careful  consideration  should  be  given  to  the  design  of  an 

information  system  specifically  tailored  for  a  prepaid  environment. 
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.    States  and  prepaid  plans  should  commit  resources  early  to  the 
planning  process  to  ensure  that  information  systems  are  in  place. 

Incentives  and  sanctions  need  to  be  established  that  encourage 
prepaid  plans  to  submit  encounter  and  financial  data  on  a  regular 
basis. 

.    Useful  comparative  management  reports  should  be  provided  to  the 
plans  on  a  timely  basis  to  encourage  their  submission  of  accurate 
and  complete  encounter  and  financial  data. 


Quality  Assurance  and  Patient  Satisfaction 


Importance  to  AHCCCS  and  Relevance  tc  Other  States 

Quality  assurance  and  patient  satisfaction  procedures  are  essential  for 
ensuring  that  patients  receive  adequate  care.    Because  any  state  health 
program  will  need  to  establish  effective  procedures  for  guaranteeing 
high-quality  care  and  patient  satisfaction,  these  aspects  of  AHCCCS  have 
relevance  to  all  states. 

The  limited  experience  with  prepaid  plans  in  Arizona  may  make  the 
AHCCCS  experience  somewhat  different  than  it  would  be  in  states  with  more 
existing  prepaid  plans.    Most  of  the  AHCCCS  plans  were  organized  to  serve 
AHCCCS  and  thus  had  not  established  formal  quality  assurance  or  patient 
satisfaction  procedures. 


Lessons  from  the  AHCCCS  Experience 

In  the  first  18  months  of  AHCCCS,  fully  organized  quality  assurance 
procedures  were  in  place  only  for  the  two  plans  that  had  operated  as  HMOs 
prior  to  AHCCCS.    Only  five  plans  had  any  quality  assurance  system  in 
operation.    New  plans  had  not  established  systematic  quality  assurance 
procedures.    In  the  absence  of  strong  state  requirements,  technical 
assistance,  and  monitoring,  and  with  their  own  limited  resources,  plans  had 
not  given  the  development  of  quality  assurance  procedures  high  priority. 
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The  state  was  also  slow  to  proceed  with  quality  assessment  activities. 
AHCCCS  staff  did  conduct  medical  quality  assurance  visits  to  six  plans  in 
April  1983,  and  in  May  1983  contracted  with  the  Accreditation  Association 
for  Ambulatory  Health  Care  to  conduct  reviews  of  all  contractors.  They 
found  that  the  quality  of  care  provided  to  AHCCCS  eligibles  appeared  to  be 
equivalent  to  the  care  provided  to  non-AHCCCS  patients.    This  review, 
however,  focused  on  process  rather  than  outcome  measures  of  care. 

With  respect  to  patient  satisfaction,  AHCCCS  has  established  formal 
procedures  for  addressing  patient  complaints  and  grievances.    At  the  time  of 
plan  enrollment,  each  member  must  be  given  material  explaining  grievance 
procedures  available  through  the  plan,  the  Administrator  and  the  Arizona 
Department  of  Health  Services.    Although  during  the  first  18  months  of  the 
program  enroll ees  were  reported  not  to  be  well  informed  concerning  grievance 
procedures,  there  were  very  few  grievances  filed  during  the  first  18  months 
of  the  program.    In  addition,  a  survey  done  in  Maricopa  County  indicated 
most  patients  were  satisfied  with  the  services  they  recieved. 

Policy  Implications 

.    States  and  prepaid  plans  should  commit  resources  in  the  early  stages 
of  program  operations  to  ensure  that  quality  assurance  and  patient 
grievance  procedures  are  in  place  at  the  program  and  plan  levels, 

.    Bidders  should  be  required  to  have  in  place  functioning  quality 
assurance  and  patient  grievance  procedures  before  starting  to 
provide  services. 

States  need  to  play  a  regulatory  and  enforcement  role  through 
regular  medical  quality  audits  and  monitoring  of  plans  to  ensure 
that  quality  assurance  systems  and  patient  grievance  systems  are  in 
place. 
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Relationship  of  AHCCCS  to  Counties  and  the  Private  Sector 

Importance  to  AHCCCS  and  Relevance  to  Other  States 

AHCCCS  is  only  part  of  an  overall  health  care  system  in  the  state; 
thus,  it  is  important  to  understand  its  impact  on  other  elements  of  that 
system.    The  effects  of  AHCCCS  on  county  health  systems  are  important  to 
monitor,  and  the  impact  of  the  cost  containment  aspects  of  an  AHCCCS-type 
program  on  cost  containment  in  the  private  sector  is  also  important  to 
examine.    States  interested  in  overall  health  cost  containment  and  health 
system  redesign  need  to  know  the  impact  of  AHCCCS  on  both  the  counties  and 
the  private  sector. 

Although  county  involvement  in  health  care  varies  across  states,  most 
states  leave  some  residual  responsibilities  for  the  provision  of  health  care 
with  counties.    Thus,  it  is  useful  to  examine  the  impact  of  AHCCCS  on 
counties.    Business  groups  in  most  states  are  currently  promoting  health 
cost  containment  strategies,  and  the  Arizona  business  coalition  is  one  of 
the  more  active  in  this  regard.    The  experience  of  AHCCCS  in  relation  to 
private  cost  containment  efforts  should  therefore  be  relevant  to  other 
states. 

Lessons  from  the  AHCCCS  Experience 

Of  the  five  counties  that  operated  hospitals  prior  to  AHCCCS,  one 
county  has  divested  itself  of  its  hospital  and  two  other  counties  are 
considering  doing  so.    One  reason  is  that  AHCCCS  eligibles  now  have  a  choice 
of  program  providers,  and  these  providers  may  not  use  the  county  hospital. 
To  the  extent  that  former  county  eligibles  now  receive  services  at  other 
hospitals,  the  county  hospitals  suffer  a  loss  of  revenues.    This  loss  has 
put  them  in  financial  difficulty.    If  the  counties  choose  to  close  their 
hospitals,  the  remaining  patients  find  themselves  without  a  source  of  care. 
These  patients  are  primarily  very  sick  people  who  are  poor,  without 
insurance,  and  usually 
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unable  to  pay  hospital  bills.    Special  attention  therefore  needs  to  be  given 
to  what  happens  to  patients  who  are  the  county's  legal  or  de  facto 
responsibility  when  an  AHCCCS-type  program  is  implemented  at  the  state  level. 

A  particularly  difficult  problem  in  AHCCCS  has  been  the  relationship 
between  acute  care  financed  by  AHCCCS  and  long-term  care  financed  by  the 
county.    Unlike  Medicaid  programs  in  other  states,  AHCCCS  does  not  cover 
long- term-care  services;  however,  it  does  cover  acute-care  services  in  a 
long- term-care  facility.    Facility  charges  for  long-term  care  for  indigents 
remain  a  county  responsibility.    This  distinction  has  proved  difficult  to 
make  in  practice,  and  consequently  has  created  problems  in  delineating 
appropriate  roles  for  the  providers.    Any  state  attempting  an  AHCCCS-type 
program  will  have  to  give  special  attention  to  its  interface  with  long-term 
care. 

AHCCCS  was  originally  designed  to  serve  the  private  as  well  as  public 
sector.    This  has  not  happened.    AHCCCS  may  have  an  impact  on  the  private 
sector  by  creating  new  prepaid  plans  that  will  market  to  the  private 
sector.    This  would  create  new  prepaid  options  for  the  private  sector  to 
choose  from,  thus  creating  a  more  competitive  environment.    The  overall 
impact  of  a  prepaid  program  like  AHCCCS,  therefore,  may  be  to  create  cost 
consciousness  in  the  private  sector  and  to  introduce  new  prepaid  plans  as 
part  of  a  more  competitive  environment. 

Policy  Implications 

.    The  potential  impacts  on  county  hospitals  of  an  AHCCCS-type  program 
should  be  anticipated  and  planned  for  in  advance.    Other  means  of 
providing  health  care  for  those  not  eligible  for  the  prepaid  program 
but  otherwise  uninsured  should  be  considered. 

.    Long-term-care  services  need  to  be  integrated  into  an  AHCCCS-type 
program,  either  by  completely  defining  roles  and  responsibilities 
with  a  separate  program  that  has  responsibility  for  long-term  care 
or  by  including  these  services  directly  in  the  program.    Because  of 
the  relatively  small  numbers  of  plan  enroll ees  who  need  long-term 
care,  it  would  be  difficult  to  include  such  services  in  the  plan 
capitation  rates.    However,  these  services  could  be  integrated  into 
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an  AHCCCS-type  system  by  having  the  long-term-care  facilities 
themselves  bid  directly  for  the  provision  of  long- term- care  services. 

.    If  private-pay  patients  are  to  be  brought  into  the  program,  priority 
must  be  given  to  their  inclusion  early;  premiums  developed  for  them 
must  be  competitive  with  other  insurance  available;  and  the  program 
itself  must  project  an  image  of  viability  to  the  private  sector. 
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